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ADVERTISEMENTS 


DUS WIRMBUWHOR.. . 


One of the major problems of our day is that of 
conveying goods and commodities from their source 
to the consumer. Particularly does this apply to 
perishables and foodstuffs. 


It is not alone a question of railway trucks or short- 
age of petrol—the office is a contributory factor. 


Where distribution is being retarded by the slow pro- 
duction of Warehouse Orders or Delivery Notes, the 
special ‘Hollerith’ technique—developed to cope with 
this particular phase of commerce—should be examined. 


Amongst the principal features of this system are 
partially pre-punched cards, the multiple uses of the 
unique ' Hollerith ‘ Reproducing Punch and the high- 
speed Tabulator. 


- but it must be 


_ 
HOLLERITH 


THE BRITISH TABULATING MACHINE COMPANY LID. 


Victoria House, Southampton Row, London, W.C.1. 
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PROFESSIONAL NOTES 


E.P.T.- Payment Difficulties 

We have heard of very few cases where E.P.T. 
computations have yet been agreed and assessments 
made. But we have heard of many cases where, 
once the assessment is completed, difficulties are 
bound to arise in making payment to the Inland 
Revenue. Many businesses to-day are suffering from 
a dearth of liquid resources, often as a result of a 
rapid expansion of fixed capital necessitated by the 
war effort. In the typical instance, a business has 
gtown rapidly on the basis of war contracts, and has 
therefore incurred a large liability for E.P.T., but its 
liquid assets have not risen in proportion. It finds a 
substantial part of its assets represented by debts, a 
large number of which are often due from Govern- 
ment departments in respect of contracts either 
completed or in process. Although, so far as our 
information goes, the banks are being as helpful as 
Possible in arranging finance, there is no ready way 
in which the substantial sums which will have to be 
raised for E.P.T. can be found, short of speedier 
settlement of monies due under war contracts. 


Mr. J. Ivan Spens, Accountant-General of the 
Ministry of Supply, replying to criticisms that pay- 
ment for contracts placed by the Ministry had been 
unduly withheld, stated last week that there was 
little substance in these complaints, though he 
admitted that some delays were bound to occur. 
Contractors wishing to take up the question of pay- 
ment for contracts should, he said, communicate 
first to the official designated in the contract as the 
officer to whom bills are to be sent, and if no adequate 
response is obtained they should then write to the 
Deputy Director of Accounts (S.F.4) of the Ministry 
of Supply. It is gratifying to learn that the Ministry 
of Supply is taking all possible steps to relieve the 
situation, so far as its own contracts are concerned. 
Mr. Spens was not, however, answering for the Service 
Departments, which retain responsibility for settle- 
ment of their own contracts, and the complaints we 
have heard have been more specifically directed 
towards those Departments. It is to be hoped that 
they, too, will take steps to ensure that businesses 
mainly engaged on war contracts shall not run short 
of liquid resources, largely needed for E.P.T. pay- 
ments, owing to delay in settlement on contracts. 
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Remuneration of Trustees Under Deeds of 
Arrangement 

The recent decision of Mr. Justice Farwell in 
ve Zakon relating to trustees’ remuneration under 
deeds of arrangement (referred to in our March issue) 
calls attention to the inequity of the position of 
trustees. The Deeds of Arrangement Act originally 
introduced in 1887 had as its main object the pro- 
vision of statistics of failures for Government use. 
In neither its original form nor its present state 
as amended does it institute a method of winding-up 
independent of bankruptcy. A trustee under a 
deed acting on behalf of even a large majority of 
creditors is liable to be treated as a trespasser should 
bankruptcy ensue. In those circumstances he has 
had up to the present no right to remuneration 
except at the discretion of the trustee in bankruptcy, 
and in view of this decision it would now appear 
doubtful whether the trustee in bankruptcy has the 
required discretion. In any event the decision appears 
to place on trustees in bankruptcy the onus of 
applying to the court for directions, at the expense 
of the estate. There has been much agitation in 
recent years for legislation to regularise the position 
of deeds of arrangement and it is to be hoped that 
when the present burden of work placed on Parliament 
has been lightened, the matter may receive attention. 


The Society’s Examinations 

The next examinations of the Society of Incor- 
porated Accountants will be held on Wednesday to 
Friday, July 31 to August 2 inclusive. The dates 
are rather later than usual, owing to war conditions. 
The examination centre in the South of England 
will be at Taunton School, as for the examinations 
held last December, and arrangements will be made 
for the residence of candidates in the school buildings 
at a moderate charge. It has not been possible, 
owing to the heavy demand for hotel accommodation 
immediately before August Bank Holiday, to repeat 
the arrangements made last December for the North- 
ern Centre to be at Southport, Lancashire. The 
Society have been fortunate, however, in obtaining 
the consent of the Governors of Sedbergh School, 
Yorkshire, for the examinations to be held there and 
for candidates to reside in the school buildings for the 
duration of the examinations. As Sedbergh School 
itself is rather difficult of access by rail, especially 
under war conditions, the Society are hoping to 
arrange for a “ feeder’ service of coaches from two 
or three railway junctions in the vicinity, to which 
there is a good rail service from the northern counties. 
Further particulars of the arrangements will be 
announced in a few weeks’ time. 


Military Accountants 
In an interesting letter to the Sunday Times, 
Lieut.-Colonel Sir John Keane, Bart., D.S.O., has dealt 
with avoidance of waste in the Army. After giving 
some picturesque and now familiar examples of waste 
in the last war, Sir John referred to (a) the method 
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of regulation and disciplinary control, and (b) a sense 
of personal responsibility in all ranks to effect economy 
and prevent waste. Towards the end of the last war, 
considerable emphasis was given to the second 
method. The Army Council realised that exhortation 
must be supplemented by systematic administrative 
methods, and upon the advice of an influential 
committee, set up a Corps of Military Accountants. 
Simultaneously a method of unit costings was 
adopted so that the costs of various Commands and 
of certain units, such as hospitals, generating stations 
and workshops, could be ascertained and compared. 
The establishment of the Corps of Military Accoun- 
tants in 1920 consisted of 110 officers and 900 other 
ranks. Unfortunately, in the interests of national 
economy, the system as it stood was either abolished 
or considerably modified, and the Corps of Military 
Accountants subsequently ceased to exist. No doubt 
some of its duties were sub-divided and distributed, 
and it need not be assumed that the work previously 
performed by the Corps of Military Accountants 
entirely disappeared. 

It may be that the impact of accountancy upon 
military organisation was not entirely congruous, 
and it is probably true that military efficiency cannot 
be measured in terms of accounting results, whether 
financial or quantitative. Nothing is more dangerous 
than to assume that this war can be won by the 
methods of the last, but, as the wide application of 
costing methods in the purchase of supplies is now 
axiomatic, it seems reasonable to think that costing 
methods are scarcely less appropriate in the expendi- 
ture of supplies. It would certainly be interesting to 
know in general terms something of the costing 
methods now in use. Whether the revival of the Corps 
of Military Accountants would be advantageous is 
less an accounting than a military question. 

The National Accounts 

The national accounts at the close of the finan- 
cial year 1939-40 showed that revenue was sub- 
stantially in excess of estimates, and that there was 
a short-fall in expenditure. In consequence, the 
deficit for the year, which will have to be met by 
borrowing, estimated at £938 million, in fact amounts 
to only £768 million. Revenue for the year, at 
£1,049 million, was {£54 million in excess of 
the estimate in the War Budget of last September. 
Expenditure amounted to {£1,817 million, or £116 
million less than the September estimate. While 
there is every reason for satisfaction at the 
revenue figures, the short-fall on expenditure account, 
however welcome in normal times, cannot but be 
interpreted as a sign of our lagging behind the 
full supply programme which we had set ourselves. 
It is to be hoped that this wili soon be remedied. In 
the meantime the problem of the Chancellor, con- 
sidered in the narrow sense of raising the funds for 
meeting the expenditure of other departments, % 
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eased by the lag in supply expenditure. Thus the 
daily gap between revenue and expenditure, at 
its present level of {4 million, is being met, for the 
time being, without extreme difficulty out of loans. 
The acute budgetary problem will arise when the 
gap is widened by the belated enlargement of 
supply expenditure and when a further instalment 
of borrowing at 3 per cent. has to be effected. The 
Budget day is April 23. 

Income-tax yielded precisely the amount estimated 
in the War Budget, namely, £390 million, and sur-tax 
failed to reach the estimate of £70 million by a 
very small margin. Estate duties brought in nearly 
{78 million compared with the estimate of £75} 
million and N.D.C. nearly £27 million, against {25 
million. The largest increase in yield over the 
estimate was from customs duties, which brought 
in {262 million, against £240 million anticipated. 
This excess is not, however, wholly welcome, for it 
indicates a higher level of imports of dutiable food- 
stufis than is compatible with the extreme war 
effort. Excise duties, at £138 million, were £5 million 
in advance of the estimate. The most surprising 
element of buoyancy in the revenue is seen in the 
case of motor vehicle duties, which, despite criticisms 
of the man in the street that the increased rate of 
horse-power tax would have unduly adverse effects 
on revenue, exceeded the estimate of £22 million 
by more than {12 million. 


Increased Workmen’s Compensation Benefits 

It was announced during March that the Govern- 
ment intend to introduce a temporary scheme for 
increasing workmen’s compensation benefits to meet 
cases of hardship. This will entail new legislation. 
A married man receiving compensation will have an 
extra allowance of 5s. a week in respect of his wife 
and of 3s. a week in respect of each child under 15 
years of age. The allowances, reduced proportion- 
ately, will be made for wives and children in cases 
of partial disablement. There will be an over-riding 
maximum to compensation payments of seven-eighths 
of the disabled man’s loss in weekly earnings. Single 
men will receive no increase in benefits ; previously 
they and married men received compensation pay- 
ments on the same scale. It is probable that the 
extra allowances will apply to all married men 
drawing compensation in respect of accidents that 
have occurred since 1923. The insurance companies 
have agreed to bear the extra liability on these past 
accident cases and also not to discriminate against 
married men in rates of premium. The employers 
have also agreed that there shall be no such dis- 
‘rmination. This will only be a temporary arrange- 
ment while more far-reaching proposals for the 
teform of workmen’s compensation are under con- 
‘ideration by the Royal Commission, which is still 
fecelving evidence in its inquiry. 


ACCOUNTANCY 


SHORTER NOTES 

Two deputations have recently been received by 
the Chancellor of the Exchequer on the question of 
the Excess Profits Tax. One deputation, from the 
Association of British Chambers of Commerce, was 
headed by Mr. Henry Morgan, F.S.A.A., and Mr. A. 
Stuart Allen, F.S.A.A., was alsoa member. The deputa- 
tion urged the reformulation of E.P.T. under a number of 
heads, dealt with fully in its report published in our 
last issue. The other deputation, headed by Lord 
Dudley Gordon, was from the Federation of British 
Industries. 

* * * 

The Minister of Supply has stated in reply to a 
Parliamentary question that is is proposed to alleviate 
hardship suffered by manufacturers holding contracts 
placed at fixed prices quoted before the outbreak of 
war and during the quarter following. Where rises 
in prime costs have occurred, it has been decided to 
consider sympathetically claims for enhanced pay- 
ments—in general, on completion of ‘he contracts. 
The extra payment will be based on additional costs 
incurred owing to rises in material prices and wage- 
rates, but the contractor will not be allowed more than 
a strictly limited profit. 

* * * 


The number of persons on the Central Register is 
now over 90,000, and the average weekly number placed 
in employment since October 16 is 192. The total 
number included in the accountancy section of the 
Register is over 14,000. 

* * * 

The Stock Exchange Committee has reminded 
members that serious efforts are being made by enemy 
interests to realise securities on the Stock Exchange, 
mainly through the medium of agents in neutral 
countries. Bearer bonds are mainly concerned. Mem- 
bers of the Stock Exchange are urged to be careful 
not to execute selling orders if the source of the orders 
cannot be ascertained beyond all reasonable doubt. 


* * * 


The appointment of Sir Andrew Duncan to be President 
of the Board of Trade was generally welcomed, and 
there has been evidence of renewed drive towards the 
expansion of the export trade. The export council set 
up by Sir Andrew has issued a vigorous statement of 
policy. It aims at the formation of war export groups 
in individual industries, and a number of groups have 
already been formed. The Executive Committee of the 
Council is under the chairmanship of Mr. F. D’Arcy 
Cooper, F.C.A. 
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} Reduction in the Reserved Age of Accountants 


{ The attention of members is drawn to the important 
announcement regarding the lowering of the reserved 
age, contained in the Editorial article on page 190. i 
( Owing to the importance of this announcement, and ) 
the registration on Saturday, April 6, of men aged 25 } 

years, this issue of AccounTaNcy has been held up for 

a few days, so that the announcement could be } 
made known. j 
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“Cost-plus Contracts” for Government Work 


By JAMES S. HEATON, Incorporated Accountant 


We ave pleased to have the opportunity of publishing this interesting article on a very important subject. 


While we have 


every veason to believe that the article is entirely accurate on questions of fact, we think that, in order to avoid any possible 
misunderstanding, it should be mentioned that it does not emanate from an official source and has not been submitted for 
the endorsement of a Government department. 


It is generally known that the Government depart- 
ments are awarding contracts in the present war 
very largely on a basis of ascertained cost of produc- 
tion, with the addition of an agreed margin of profit. 
The contractor will submit his quotation provisionally, 
and if this is thought to be reasonably comparable 
to figures submitted in parallel cases, the department 
concerned may give instructions for the work to 
proceed, subject to the price being revised in the 
light of actual costing experience and after investi- 
gation by official accountants. 

It is consequently vital that the contractor should 
have easy reference to reliable and up-to-date 
information, so as to be able to submit in the first 
instance a scientifically based quotation, and not 
merely an arbitrary estimate ; and to facilitate, at 
the later stage, agreement with the department 
on the ascertained statistics. The larger firms, 
on whom so far the burden has-largely rested, will 
probably find that their established costing systems 
will be readily adaptable to present conditions, so 
as to present little or no difficulty in arriving at 
the basis for agreed prices. On the other hand, 
as the war effort grows in momentum, the relatively 
smaller concern will no doubt be pressed into the 
industrial machine in most industries. These, and 
many of the medium-sized concerns whose services 
are already being utilised, may find, however, that 
accurate and classified cost records are not available, 
and it is natural that in these circumstances the 
professional accountant should be called in to advise, 
or actually to build up schedules of costs of 
production. 

The present article is designed to focus the 
attention of accountants on the procedure to be 
adopted and to indicate some of the points to 
which special attention will be paid by Government 
representatives. In the first instance, it is essential 
to obtain a complete record of the technical processes 
involved in production, the sequence being clearly 
marked so as to show the various departments 
concerned. This record should then be reinforced 
by detailed inspection of the work being done, as 
it must be remembered that for costing purposes 
the accountant requires a much greater degree of 
technical knowledge than is required for preparing 
or auditing financial accounts. 

Thus prepared, the accountant should be able 
to fix a convenient and significant unit, in terms 
of which the costs of each successive stage may 
be expressed ; and he will proceed to collect data 


under the usual elements of cost, viz., direct 
materials, direct labour and expenses, and indirect 
expenses or overheads according to department and 
function. 
MATERIALS 

Dealing briefly with points of importance arising 
in regard to each item in turn, the first consideration 
will be materials directly consumed in the course 
of production, on such a scale that each may be 
conveniently costed as separate items in relation 
to the unit employed. The reservation here ex- 
pressed is necessary, as it is generally agreed that 
the term “direct materials’’ in costing must be 
given a practical, and not too rigid, interpretation. 
Materials consumed in small quantities can_ best 
be dealt with as part of departmental works oncost. 
The accountant will inspect invoices for each material 
consumed, noting the existence of any discount 
terms, and, in appropriate cases, may compare 
prices with official schedules which exist for com- 
modities subject to Government regulation. The 
question of quality, in relation to the specification, 
is also important. Technical advice will then be 
taken as to quantities consumed in relation to the 
costing unit, and to questions of waste, shrinkage 
or residual value of material. This data should, 
of course, be susceptible of reconciliation over the 
period of the ccatracts. It must also be remem- 
bered that prices agreed during that period are 
liable to amendment, in either direction, by reason 
of legitimate variations in the prices of the materials 
concerned. 

Direct LABOUR 


The question of direct labour must now be con 
sidered, and the method of approach will vary 
according to the basis of payment. Under the 
piece-work system, it will only be necessary \ 
note and verify the rates in force and compart 
these with any official or Trade Union schedules 
which may be relevant. With regard to paymen! 
by reference to time, it will again be necessary to 
take advice as to production statistics in term 
of a convenient period of time in order that the 
cost per unit may be calculated. Overtime rate 
of pay, where appropriate, must be considered, and 
under all wages systems, an addition of the correct 
proportion must be made in industries where 0™ 
week’s holiday with pay has been agreed in hieu 
of direct addition to weekly remuneration. Was 
increases already effective will, of course, be included 
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in costs, but nothing must be allowed for the con- 
tingency of further changes, as these may be the 
subject of later price revision where necessary. 


Unit ExPENSES 

As to expenses directly attachable to the unit 
adopted, these will include such items as carriage 
inwards (unless included in cost of direct materials) ; 
cost of special packing containers or materials ; 
and the cost of outside processing or work done 
by sub-contractors on commission or otherwise. 
In all these cases, accurate figures should be readily 
available and capable of documentary substantiation. 
It should be noted, in passing, that any processing 
or sub-contracting undertaken by a subsidiary or 
associated concern of the principal contractor will 
be the subject of separate investigation, power 
having been taken in the Ministry of Supply Act, 
1939, to obtain production of books and figures in 
these cases. 


ALLOCATION OF OVERHEADS 

The question of most difficulty, and on which 
the advice of the accountant will probably be most 
needed, however, will be in fixing the allocation 
to the particular contract of overhead expenses 
incurred in the conduct of the concern generally. 
The first step will be, of course, to prepare a detaiied 
classification, under departmental and _ functional 
(not purely descriptive) headings, of the constituent 
items. Whilst the figures disclosed by the latest 
financial accounts will be adopted for this purpose, 
it may be desirable to have a series of figures avail- 
able for each of the last three to five years, as the 
trend of certain items may be significant as suggest- 
ing possible adjustments or averages to overheads 
chargeable during the period of the contracts. The 
earlier statement, that “ direct materials ’’’ was not 
given a very rigid interpretation, must be remem- 
bered here, and all costs, which, for convenience, 
although theoretically identifiable with the particular 
unit, have not been included as specific items, must 
now be dealt with as part of overheads. 

Whilst it is neither practicable nor desirable, in 
0 short a space, to deal other than briefly with 
the ascertainment and allocation of overheads, it 
may be useful to suggest certain broad principles 
and to focus attention on points to which special 
attention will be paid by the Government cost 
accountants. It is generally agreed that the alloca- 
tion of overheads should be based on the time factor 
in production, as expenses incurred in the establish- 
ment over a specified period should obviously be 
elated to individual jobs, processes or contracts 
«cording to the proportion of working hours within 
that period which are occupied by the work in 
(uestion. Facile allocations by reference to cost of 
direct materials, or prime cost, must be avoided, as 
they will naturally be rejected by the Government 
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departments as wholly unreliable and_ without 
scientific foundation. This is particularly the case 
under present circumstances, when the prices of 
raw materials are liable to substantial variations 
which find no corresponding change in other elements 
of cost. The question is, then, to find a way in 
which overheads may be related to productive time 
so as to give as accurate a result as possible and 
with the maximum convenience. Where direct 
wages are the most significant indication of that 
time, it may suffice for overheads to be allocated 
as a ratio of the direct wages applicable to the 
contract under consideration. The question of the 
departmental analysis is here important ; separate 
ratios must, where applicable, be prepared for each 
department. An aggregated allocation of all over- 
heads on a basis of total direct wages would usually 
be inaccurate, since such a method would imply 
that the ratio of overheads to direct wages was 
common to each department, and that similar 
types of direct labour were employed throughout 
(and at similar rates of pay). In any case, it is 
submitted that this method should not be used where 
skilled and unskilled workers are employed on a 
common process, as it will be evident that a ratio 
based on wages paid will not, in such cases, be 
actually indicative of productive time. Where 
present conditions have rendered necessary dilution 
of labour on a considerable scale, this point may 
be very important. 

Where the allocation on a basis of direct wages is 
regarded as unreliable, it may be possible to adopt 
the ‘‘ labour-hour rate,”’ where all overheads are 
expressed as a ratio of total productive labour hours. 
This obviates the difficulty of the former method, 
when there is divergence in the types of labour 
employed. It will be agreed, however, that under 
present methods of “ flow’’ production (as recently 
described by a prominent Government contractor), 
machine time is the most accurate basis of allocation 
and that overheads should, after appropriate depart- 
mentalisation, be related to specific machines as a 
money cost per hour, based on the effective working 
hours in each case. It is submitted that, subject 
to our overriding doctrine of practical expediency, 
this method should be developed in all cases where 
the machine is the predominating productive factor. 
Government departments, it is understood, also 
usually regard this method as the most acceptable. 


SPECIFIC EXPENSES 

Here it may be useful to mention certain items of 
expense which will normally be contained in our 
abstracts from the financial accounts, but which 
call for elimination or special treatment for the 
present purpose. These will usually include, for 
example, foreign travelling expenses (incurred with a 
view to promoting export trade); selling expenses 
and commissions: (except cost of maintaining, say, 
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London offices, which contribute to the general 
administrative efficiency of the business) ; carriage 
outwards and packing expenses (specific items where 
necessary); all interest charges; and expenses 
generally which have no relation to the processes 
involved in the particular contracts. Where premises 
are owned by the concern, the gross annual value 
for income-tax purposes should be charged, in 
addition, of course, to the repairs which will be 
included in the financial accounts. The difference 
between the gross and net annual values is regarded, 
as it is in effect for tax purposes, as an allowance 
for depreciation. It is therefore necessary to 
eliminate any such depreciation charged in the 
accounts from the abstract “of overheads, and, 
further, the Government departments will expect 
substitution of wear and tear figures (of the tax 
year for which the latest accounts will be the basis 
of assessment), for actual depreciation charged, in 
order that uniform rates may be applied to all 
businesses. Adjustment of the wear and tear will 
be called for when the allowance includes a propor- 
tion of capital expenditure specially incurred for 
the contract in question. Where overtime or shift- 
working is rendered necessary, the additional allow- 
ances which may be claimed must also be borne in 
mind. 

In this connection it should finally be emphasised 
that inherent dangers exist in regard to allocation 
of overheads on a basis of expenses incurred in 
accounting periods which wholly or partly reflect 
conditions prior to the outbreak of the present 
war. Wages rates and material prices having 
increased substantially in most instances, it is 
necessary to consider their effect on the figures. 
Where, for example, weavers’ wages in a textile 
mill have increased by 12} per cent. during recent 
months, an allocation of expenses on a basis of 
weavers’ wages will, assuming normal working 
hours, now spread over production a value 12} per 
cent. in excess of the total overheads on which 
the ratio was based. Where it is found that the 
increases in overheads are not in ratio to increases 
in direct wages, new calculations will be required. 
Where, again, an establishment has been converted 
to the production of materials which differ appreciably 
from peace-time production, past information may 
be of very little assistance in determining oncost 
allocation, and it will be necessary to prepare figures 
which relate wholly to the war production period. 
It is obvious, also, that the question of working 
time must be taken into account as a basis which 
has, erroneously, in the past been related to an 
uneconomical level of production will be most 
inaccurate when allied to, say, overtime or double- 
shift working. 

The only remaining items which fall to be dealt 
with in computing cost will be those which we 
have earlier eliminated from overheads as_ best 
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regarded as separate items. These include amortisa- 
tion of capital expenditure specially incurred (on a 
basis of production expected over an agreed short- 
term period) ; expenses of departments inaugurated 
for testing products in accordance with specifications 
(on a like basis) ; A.R.P. expenses (on a like basis): 
and war risks insurance, which should be charged 
according to the value of goods at risk for the 
appropriate time, at rates of premium then in force. 


PROFIT 


When the Government cost accountants have 
concluded their investigation, and figures have been 
agreed, the question of profit will be considered. 
This, it is understood, will be a matter for negotiation, 
and it is only necessary here to draw attention to 
factors which will be useful to the contractor in 
this connection. These may be summarised as 
follows : 

1. Profit is remuneration for conversion of materials 

and should not be based on total cost. 

2. Profit may be computed by reference to capital 
employed in the business and may vary according 
to the number of times per annum the capital is 
“ turned over.” 

3. Since interest charges are not allowed as costs, 
capital employed should include all loan capital 
as well as free reserves, undivided profit and 
proprietors’ capital. 

4. Regard should be had to special rates of deprecia- 
tion which have been written off and their conse- 
quent effect on capital values shown in the balance- 
sheets. 

5. The contractor should be fully acquainted with 
the actual profits earned in a series of past years 
as expressed as a ratio of average capital employed 
in those periods. 

6. Special factors influencing profit rates (e.g., unusual 
risk) will be noted. 

It may be repeated that the larger firms (par- 
ticularly those operating with fixed assets provided 
by Government finance) will have the personnel and 
equipment which make the adaptation of statistics 
to particular Government contracts an easy matter. 
With regard to the relatively smaller firms, which 
are now making collective representations for I- 
creased war work, it is to be hoped that the inquiries 
into costs, which may now be undertaken for the 
first time on so comprehensive a scale, will have 
results which will be beneficial generally. It will 
be by no means a minor advantage to the business 
community if the Government methods now employed 
provide the foundation of efficient costing systems, 
which will be so vital in the period of dislocation 
and reconstruction which will follow the conclusion 
of the war. 
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Solicitors’ 


At a recent special general meeting of the Law 
Society several matters were discussed which are 
designed to reduce the number of defalcations among 
solicitors and to mitigate any loss to the public. It 
is certainly true that these defalcations have been 
exaggerated in the public mind, but they have never- 
theless been sufficiently serious to call for a deter- 
mined effort by the Law Society to protect the public 
from the misdeeds of the few black sheep in the 
profession. The first recommendation of the Council 
was for the provision of a Relief Fund on the _ basis 
that 

“every practising solicitor should be required to pay 

such sum not exceeding £5 per annum as may be 

prescribed by the Council into the fund as a condition 
precedent to taking out his practising certificate, 
except that no contributions should be required from 
any solicitor in respect of the first three years in which 
he holds a practising certificate, and that his contri- 
bution in respect of each of the next three vears 
should be equal to one-half of the normal contribu- 
tion ; and that the fund should be administered at the 
discretion of the Council with the view to making 
payments to persons suffering loss owing to the defal- 


cations of their solicitors’’. 


The second recommendation concerned a reduction 
of the stamp duty on practising certificates whilst 
the third recommendation dealt with the examination 
of the books and accounts of every solicitor. 


The recommendation under the last head was as 
follows : 

“That provision should be made for requiring the 
annual examination by a qualified accountant of the 
books and accounts of every practising solicitor and 
for the production to the Council of a certificate of 
such accountant stating whether or not the solicitor 
has kept the books and accounts required by the 
Solicitors’ Accounts Rules, 1935, to be kept by him 
and has kept a client account or accounts at a bank 
in accordance with the Rules.” 


It is generally admitted, and is particularly within 


‘the knowledge of accountants, that the Accounts 


Rules of 1935, requiring the separation of clients’ 
monies from a solicitor’s own monies and the keeping 
of proper books and accounts, have been effective up 
to a point, but experience has shown that in certain 
cases evasion of the Rules cannot be discovered 
until the mischief is done. The Council of the Law 
Society, therefore, seek to strengthen the effect of 
the Rules by calling for an annual certificate by a 
qualified accountant as to the examination of the 
books and accounts of every solicitor and as to the 
compliance by the solicitor with the requirements of 
the Rules. 


It will be noted that the recommendation covers 
only an “annual examination ’”’ of the solicitor’s 
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Accounts 


books and accounts, and considerable discussion on 
this point was anticipated, particularly in view of a 
memorandum issued before the meeting by Mr. C. L. 
Nordon. In that memorandum Mr. Nordon 
expressed the view that it would be preferable to 
provide for an annual audit rather than for an 
examination. That criticism was answered, at least 
in part, by the President of the Law Society, when 
he pointed out that a complete audit would involve 
an investigation not only of the solicitor’s books of 
account but also of his correspondence files and the 
contents of his strong room. It might be contended 
that the criticism was also partly answered by 
Mr. Nordon himself in his memorandum where he 
stated that no self-respecting accountant, asked to 
give a certificate that he had made an “‘ examination ’’ 
of a solicitor’s books and accounts and of his client 
bank account and that they were “ kept ”’ in accord- 
ance with the Rules, would agree to do so except on 
the footing of a balance sheet which he had audited, 
for he would need to satisfy himself that the solicitor 
either had in hand or had properly accounted for all 
clients’ monies shown by the books to have been 
received. The difficulty is perhaps attributable to the 
impossibility of providing satisfactory and water- 
tight definitions of the terms “ audit ” and ‘‘ complete 
audit.”” In the course of the discussion at the 
meeting it was said to be quite true that an accoun- 
tant, however astute he might be, would not be able 
to prevent intentional fraud but that he could do a 
great deal towards preventing the continuation of 
fraudulent practices over a period of years. Never- 
theless, it was considered necessary that in addition 
to the examination of accounts there should be 
formed the Relief Fund covered by the first part of the 
recommendation. The proposals of the Council were 
adopted but Parliamentary sanction will be necessary 
before they can become operative. The Solicitors 
Bill, after having been reported upon by a Joint 
Committee of both Houses of Parliament and re- 
committed, was withdrawn on October 3 last, but it 
appears to be the intention of the Law Society to re- 
introduce the Bill as soon as possible incorporating 
therein the dual proposals in regard to the Relief 
Fund and the examination of accounts. 

In their attempts to restore the complete con- 
fidence of the public in the practising solicitor, the 
Law Society can rely upon the co-operation and 
assistance of the accountancy profession, and it is 
probable that the Institute of Chartered Accountants 
and the Society of Incorporated Accountants will in 
due course issue recommendations to their members 
in relation to the examination of solicitors’ accounts 
and the form of certificate which will be required 
under the proposed Bill when it is eventually placed 
on the Statute Book. 
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Profits Tax—lV 


Excess 
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This is the fourth of a series of articles on practical points arising out of the Excess Profits Tax. 


INTER-CONNECTED COMPANIES : SUCCESSION AND 
AMALGAMATION 
In view of the certainty that the Finance Bill 
will contain amendments on these aspects of E.P.T., 
it is not proposed to make further comment on 
them for the time being. 


PRACTICE 

Now that the Inspectors of Taxes have received 
their instructions on E.P.T., the official attitude is 
beginning to become known. In this connection it 
is well to remember that, with all due deference, 
the official view is not always the correct one, and 
never is it likely to require more careful scrutiny 
than in the case of a tax full of such uncertainties 
and of such heavy incidence as the present E.P.T. 
Many of the provisions are still obscure; and we 
hope that the Finance Bill will contain clarifying 
provisions, altogether apart from essential amend- 
ments. 

ACCOUNTING DATES 

Questions have been raised as to the possibility 
of utilising for E.P.T. purposes accounts made 
up quarterly or monthly. Reference to Section 22 (f) 
of the Finance (No. 2) Act, 1939, and Section 20 (2) 
of the Finance Act, 1937, shows that the Com- 
missioners of Inland Revenue would normally 
have to build up periods of twelve months from 
such accounts, assuming that they were the only 
accounts available. If, however, they were merely 
supplementary to the usual accounts, they would 
be ignored. Accounts in this sense must mean 
accounts made up in the same way as annual accounts, 
including actual stock figures, not estimates (see 
the E.P.D. cases of Marston v. C.J.R. (1919, 12 
Tax Cases 106) and James Cycle Co. v. C.I.R. (1919, 
12 Tax Cases 98)). Interim accounts would, of 
course, be of considerable help in substantiating an 
appeal on the grounds that profits did not accrue 
evenly over the year, etc. 


DEFICIENCY OF CAPITAL 

If, on computing standard profits or capital 
employed according to the rules laid down in the 
Act, the result is in either case a minus quantity, 
it is thought that the amount must be regarded as 
“nil.’”’ It will be remembered that, for income-tax 
purposes, there is no such thing as a “ minus” 
assessment ; if there is no profit in the basic year, 
the assessment is nil. Had the Acts made no 
special provision for relief for losses, the taxpayer 
would pay income tax on all profits, without relief 
for losses. The same principles must be applied 
for E.P.T.; since the Act makes no provision for 


ae 


minus quantities (except deficiencies in chargeable 
accounting periods), it is impossible to go below 
“nil.” While the minimum standard may make 
adequate provision for many cases, it is conceivable 
that instances will arise where the capital employed 
in a chargeable accounting period is such that, if 
it were added to the deficiency of capital in the 
standard period, a substantial standard profit would 
result from the statutory percentage on the increase, 
even when a “loss” in the standard period was 
deducted. As the Act stands, however, this does 
not appear to be permissible. 


LossES IN STANDARD PERIOD YEARS 

In the case of businesses where a loss was incurred 
in both the years 1935 and 1936, or in the year 1936 
alone where 1935 does not enter into the choice of 
standard, the question of the treatment of the loss 
in computing the standard profits is very much. in 
point. 

As mentioned in the previous note, there can be 
no question of a “minus” standard in any Case. 
So if the year 1937 shows a loss as well as 1935 
and/or 1936, the standard profit would be wl, and 
the business would generally be taken on the minimum 
standard basis, with a possibility of application to 
the Board of Referees for an increased standard. 

But if the year 1937 shows a profit, should the 
loss in 1935 or 1936 (whichever is applicable) be 
deducted in computing the standard, or should it be 
treated as nil, thus leaving the standard as one-half 
of the 1937 profit ? 

This problem involves the close consideration of 
Section 13 (3) of the Act, which provides that : “ the 
standard profits for a full year shall be ascertained 
by reference to the standard period ... and... . shall 
be, where the standard period is one year, the amount 
of those profits, and where the standard period is 
two years, half the amount of those profits.”’ . 

A reading of Section 13 (4) and (5), under either o! 
which the standard period may be of two yeals, 
shows that, whether such two years be 1935 and 1937 
or 1936 and 1937, the two years are to be taken 4s 
a single period. In that case ‘“ the amount of those 
profits” for the two years appears to be properly 
ascertainable by the deduction of a loss in 1935 or 
1936 from the profit of 1937, in the same way as at 
ascertained loss in the first half of (say) 1935 would be 
deductible from an ascertained profit in the secon 
half, if 1935 alone were taken as the standard period. 

The suggestion that a loss in 1935 or 1936 could be 
taken as nil, would be appropriate if Section 13 (3) 
provided for the averaging of the profits of two yeals, 
but it is considered that a distinction in principle 
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arises in this case between an averaging of the profits 
of two years and the taking of one-half of the profits 
of a single period of two years. 

Where the choice lies between 1935 and 1936 
(both showing losses), the year with the lower loss 
will obviously be taken with 1937 as the standard 
period (subject to the adjustment for capital variation) 
where the minimum standard is not elected. 


WORKING PROPRIETORS : A CONCESSION 

It is understood that in at any rate one case an 
individual who would come within the definition of 
‘“ working proprietor ’’ for the purpose of the E.P.T. 
minimum standard in the ordinary course of business 
has been allowed as such notwithstanding that he is 
now absent from the business on military service. 
It is not known how widely this concession will be 
granted, but inappropriate circumstances a claim 
should be put forward. 


SEPARATE COMPUTATION OF WEAR AND TEAR 
ALLOWANCE 

In deciding whether to adopt the figures for income- 
tax purposes, or to make a separate computation 
for E.P.T. purposes, it must not be overlooked that 
the figures adopted for the computation of profits 
will also be used in the capital computation. While 
the statutory percentage on the difference in the 
wear and tear allowances may be small in any one 
year, the cumulative effect of the differences may 
amount to considerable sums over a period of years. 


ABNORMAL DEPRECIATION 

The special allowance for obsolescence of assets 
given by Profits Rule 3 will result in many cases 
in a repayment of E.P.T. on the appointed date 
or earlier sale of the asset. The Act does not make 
provision for this repayment being brought into 
credit for income-tax purposes; only deficiency 
repayments are mentioned. 


“ FREE OF TAX” INVESTMENT INCOME 

In those cases where investment income has to 
be included in profits, it seems clear that the gross 
amount must be brought in. A company with 
large holdings in free-of-tax investments may find 
itself liable to E.P.T. merely because of increases 
in the rate of tax. For example, in the case of a 
company with an income wholly from free-of-tax 
dividends, totalling £100,000 net, if the standard 
period were 1936 and 1937 (which would be the 
best selection in the circumstances), when income 
tax was 4s. 9d. and 5s. respectively, the standard 
profit would be £132,231 per annum (since this 
‘um, less the average rate of 4s. 10}d. leaves £100,000 
net). In 1940, with tax at 7s. 6d., the equivalent 
income would be £160,000, an excess profit of no 
less than £27,769. Yet the company is no better 
off in cash. It is true that if it had invested in 
“less tax”’ shares, its net cash would have been 
less in 1940 than in 1936 and 1937, and it is there- 
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fore better otf, yet we find it difficult to regard 
this as a true “ excess profit.” 

A somewhat more difficult situation arises from a 
similar cause where a company pays its directors’ 
fees “free of tax.’’ If the company is director- 
controlled, it may have an excess profit owing to 
the increase in the rate of tax resulting in a 
disallowance of the increase in directors’ total 
remuneration. The remedy here is obvious, and 
commendable, namely, to cease free-of-tax pay- 
ments, or limit them to the rate of tax in force 
before the war. 


DIRECTORS’ REMUNERATION 

In the case of director-controlled companies, ‘ no 
deduction shall be allowed in respect of directors’ 
remuneration in excess of the amount paid for 
directors’ remuneration in respect of the standard 
period.”” The word italicised may be significant and 
give rise to arguments in cases where directors have 
refrained from drawing fees; in effect, leaving the 
sums on loan to the company for the purpose of 
strengthening the working capital position. 

WEAR AND TEAR ALLOWANCE 

Unless additions are of a considerable amount it 
will not be worth the extra work involved to compute 
wear and tear allowances on a similar formula to 
that which may be adopted for N.D.C. To make 
such a calculation from January |, 1935, would, in 
many cases, be an involved and cumbersome task. 
In most instances it will be sufficient to “ split” the 
allowances as agreed for income-tax purposes so as 
to “fit ’’ the accounting period, for example, the 
allowance for E.P.T. purposes for the year 1935 
may be taken as one-quarter of the 1934-35 and 
three-quarters of the 1935-36 allowances as already 
agreed for income-tax purposes. Alternatively, where, 
as is usual, the allowances are based on written-down 
values as at balance-sheet dates, there is no reason 
why the 1935-36 allowance for income-tax purposes 
should not be regarded as the allowance for the 
year 1935 for E.P.T. purposes. It will be necessary 
to adhere to whichever basis is chosen throughout 
the life of E.P.T. 

A curious point arises here in that “ Profits ” 
Rule 2 requires the additional allowance in an 
accounting period which constitutes or includes the 
whole or any part of the standard period, to be taken 
as 10 per cent. Where accounts are made up to, 
say, June or September, and the standard period 
chosen is 1935 and 1937 or 1936 and 1937, the accounts 
for the year to June or September (as the case may be), 
1938, will enter into the calculation of the profits of 
the calendar year 1937, and during part of the 
accounting year in question (from April, 1938) the 
additional allowance was 20 per cent. It seems, 
therefore, that the profits should be split to arrive 
at the profits of calendar years before deducting wear 
and tear allowance, and then the allowance for the 
calendar year should be calculated and deducted. 
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Reduction in the Reserved Age 
of Accountants 


By now it is a platitude that modern warfare is 
fought not on the military front alone, but also on 
the economic and financial fronts. It is everywhere 
recognised that a condition of successful combat in 
the field is the greatest possible activity in business 
at home and the complete maintenance of equilibrium 
in the country’s finances. Nor is there any need to 
stress, at this time of day, the vital part which the 
accountancy profession plays in ensuring that business 
is run efficiently and economically, and that the 
finances of the country are in order. The profession 
has contributed, and will contribute, its quota to 
the members of H.M. Armed Forees. But it cannot 
be denied that accountants would work most effec- 
tively towards the prosecution of the war in functions 
for which they are most suited by their special 
training. There has been a certain amount of 
evidence that so far as concerns the branches of the 
Forces in which accountancy and similar work is 
done, requirements have been more or less met. In 
these circumstances there is an overwhelming case 
for the retention, within the profession, of a sufficient 
number of men for the country’s accountancy work 
to be efficiently performed. 

Anyone who is in contact with the profession will 
know of the extraordinary difficulties which it has 
been facing with regard to staff. The large loss of 
men to the Forces and to Government Departments 
which has already taken place has meant that 
important work has been held up, audits are in a very 
large number of cases lagging behind their due dates, 
and, in consequence, the taxation assessments, of 
which those audits are an essential preliminary, are 
delayed. If there were an accumulating pressure 
upon a continually diminishing staff, these delays 
would be aggravated, the taxation revenue would 
seriously suffer, and business as a whole would fall 
behind its maximum efficiency. Moreover, these 
staff difficulties have come at a time when the work 
af the accountant, in numerous directions, has been 
increased—when he has to certify in regard to A.R.P. 
expenditure and claims for compensation for requi- 
sitioned property, and when, moreover, he is dealing 
with the very complicated and difficult excess profits 
tax introduced only six months ago. In other ways, 
also, the war has meant an enlargement of the 
accountant’s duties. He is called upon to do work 


on the detailed costings of manufacturers engaged on 
war contracts, when previously such costings were 
frequently omitted or done in a rudimentary form. 
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In many instances he is playing an important part 
in the complex food control system of the country. 
I'requently he finds that his work brings him in daily 
touch with the Ministry of Supply or the Service 
Departments. 

After careful consideration of all the factors in- 
volved, the professional accountancy bodies came to 
the conclusion that the further depletion of stafis 
which would be involved if the reserved age of 
accountants were left at 30 was not in the national 
interest. They therefore jointly made representa- 
tions to the Minister of Labour that the reserved age 
should be reduced. They made these representations 
having full regard to the requirements of man-power 
on the military front, on the one hand, and of effective 
numbers on the financial front, on the other hand. 
They were actuated only by the desire to contribute 
the utmost to the war effort. Though they were 
aware of the extreme personal difficulties with which 
practising accountants in many parts of the country 
were faced, they did not feel that these personal 
difficulties, however great, justified a lowering of the 
reserved age, unless the national interest also de- 
manded it, but they were firmly of the view, in the 
light of all the circumstances, that such a lowering 
would be to the country’s ultimate benefit. 

We have just been informed by the Ministry 
of Labour and National Service as follows :— 

Reserved at 25 (a) Accountant (including a 
Costs and Works Accountant) with recognised 
professional qualifications ; (6) Audit Assistant 
with ten years’ experience of accountancy 
work in a practising accountant’s office. 

Although this is not an official interpretation, we 
ourselves consider that those in category (a) include 
practising accountants with recognised qualifications, 
those with such qualifications employed by practising 
accountants irrespective of the period of their service, 
and others with such qualifications having whole- 
time accounting responsibilities, all of whom will 
register under the National Service (Armed Forces) 
Act as ‘‘accountants.’’ It is understood that as 
regards category (b) employers will subsequently be 
asked to furnish a certificate of the period of ex- 
perience of each audit assistant and that audit assis- 
tants are those engaged in professional duties which 
include but are not necessarily restricted to auditing. 

This decision means that the accountancy pro- 
fession will be able the more effectively to play its 
part in the national effort. Undoubtedly difficulties 
of staff will remain, and it will be necessary for every 
member of the profession to work more intensively 
in order to overcome these difficulties. But at least 
the problem of capacity in the profession will not 
become still further aggravated. There may remain 
some instances where a man who is not reserved from 
military service under the new reserved age is doing 
work of such national importance that an application 
for the deferment of his calling-up is justified. Such 
applications, we think, should be kept at the minimum, 
but for the benefit of members we reproduce on 2 
later page a memorandum of the Ministry of Labour 
on the subject. It should be made plain that 
since the reserved age is now lowered, applications 
for deferment of the military service of men who 
are not reserved must necessarily be very few. 
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Re-opening Accounts 


“ For the proper period in which to debit a charge, 
or to include an asset, you have to look to what is 
the appropriate system which would be applied in 
making up the balance sheet in the ordinary course of 
a merchant’s business ’’ (The Master of the Rolls in 
Worsley Brewery Co. v.C.I.R. (1932), 17 Tax Cases, at 
p. 358). In the case in question, the company’s auditors 
had settled the profits or deficiencies of the company 
for excess profits duty purposes for years to 1920, and 
their fees were allowed as deductions in computing the 
company’s liability for income tax and excess profits 
duty. In 1925 the company employed another firm 
of accountants, who were able to obtain a revision of 
the previous computations and a substantial repay- 
ment of duty. The company claimed that the fees of 
these accountants should be deducted as an expense 
spread over the accounting periods, in accordance 
with the amount of fees appropriate to each period. 
It was held that the fees were paid in respect of a new 
matter arising outside the accounting periods, and 
could not be related back to such periods. ‘‘ Account- 
ants’ charges which are allowed are not allowed as 
cleaving to any item or as cleaving to the process of 
making the accounts ; they are charged as a current 
item of the expenses in the current year and no more ”’ 
(hid. at p. 356). “It is the custom, and it is right, 
to allow accountancy charges in the computation of 
profits ’’ (¢bid. at pp. 356 and 359-360). 

The case quoted above has a domestic interest to 
accountants, and forms an appropriate introduction 
to the subject matter of this article. Before leaving it, 
however, it is well to note also the following words of 
the Master of the Rolls: ‘‘ This is just one of those 
matters where one is entitled to rely upon and to 
expect assistance from the Commissioners who, as 
business men, are more competent than a court of law 
to determine what is the proper method of ascertain- 
ing an ordinary trading account.” 

From a review of a great number of cases on the 
question of the year in which an expense may be 
charged, it is interesting to find that the Com- 
missioners’ determination has invariably been ap- 
proved and upheld. 

In Naval Colliery Co. v. CU.R. (1926-28, 12 Tax 
Cases, 1017), colliery proprietors, owing to a national 
stoppage in the industry, were forced to close down 
their mines for some months. In the accounts for 
the year in which the stoppage occurred, the company 
debited a sum in respect of cost of reconditioning its 
mines, although no expenditure was made until after 
the end of the accounting period. It was held that 
the cost of reconditioning was not a proper charge of 
that period, but of the period in which the outlay was, 
in fact, made. A sum held over for the purpose of 


reconditioning a mine could not be “ treated as a sum 
already bespoken.”’ 

Similarly, in Whimster & Co. v. C.J.R. (1925, 
12 Tax Cases, 813), a shipping company was refused 
a deduction for an anticipated loss of the difference 
between hire payable under time charters and what 
they would have had to pay at current rates, a reserve 
made on the grounds that, owing to the depression 
which had then set in, the rates payable for vessels 
on time charter and the amounts receivable as 
freights would fall. The decision followed Edward 
Collins & Sons v. C.I.R. (1924, 12 Tax Cases, 773), 
in which the company was refused a deduction for an 
apprehended loss of the excess of the contract prices 
of undelivered goods over their market values; the 
loss had not been suffered in the period in question. 
There are many other cases on this principle. 

Profits are assignable to the time of delivery of 
goods, not the time of contract, for example, a com- 
pany contracted to supply certain motors, complete 
with control gear, between July, 1914, and September, 
1915 (inclusive). In April, 1914, they made a sub- 
contract for the purchase of the control gear. Owing 
to war, deliveries of the control gear were delayed, 
and were actually made at various dates between 
August, 1914, and July, 1916. It was held that the 
profits from the purchase and sale of the gear arose 
in the periods in which the actual deliveries took 
place, not when the contracts were made (J. P. Hall 
and Co. v. C.I.R. (1920-21), 12 Tax Cases, 382). 

In Lambert Bros. v. C.I.R. (1926-27, 12 Tax Cases, 
1053), profits arising on surplus stock, etc., on the 
termination of a pooling agreement, were held to be 
trading profits arising in the period during which the 
pool was in existence. Similarly, commission re- 
ceived in respect of work done in an accounting period 
must be included as a profit of that period, even if 
the amount of that commission is only determined 
after the end of the period (Isaac Holden & Sons 
v. C.I.R. (1924), 12 Tax Cases, 768). 

Where a company obtained from the Food Con- 
troller a licence to purchase milk in a certain area, 
on condition that the company paid the controller 
2d. a gallon, and it was subsequently decided that the 
controller had exceeded his powers, it was held that 
the repayment by the controller was a receipt of 
the year in which the levy was originally debited 
(English Dairies v. Phillips and v. C.J.R. (1927), 
11 Tax Cases, 597). Again, a company had deducted 
a loss in respect of goods destroyed by accident, as 
they were advised that they had no legal claim against 
the underwriters under their general arrangements 
for insurance. The underwriters subsequently made 
good the losses, however, and it was held that the 
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sums received were receipts of the year in which the 
loss was incurred (Rownson, Drew & Clydesdale 
v. CI.R. (1931), 16 Tax Cases, 595). 

In H. Ford & Co. v. C.I.R. ((1926), 12 Tax Cases, 
997), the company had charged in its accounts a sum 
for anticipated liability under a claim for demurrage. 
The claim was subsequently withdrawn on the com- 
pany supplying evidence to assist the claimants in 
claims made against them. It was held that the 
amount charged in the accounts was not an admissible 
deduction, being a contingent liability only, and that, 
even had it been an ascertained liability at the date 
of the accounts, the accounts might properly be re- 
opened on the subsequent abandonment of the claim 
for demurrage so as to disallow the deduction. 

Accounts were also reopened in the case of Bernhard 
v. Gahon (1927-28, 13 T.C., 723), where the appellant 
was in the habit of financing shipments by drawing 
bills on the buyer and borrowing from his bankers on 
the security of the bills and shipping documents. 
In 1920 a buyer could not meet his acceptances, and 
the appellant charged in his accounts for the year 
to March, 1921, the estimated amount of the bank’s 
claim. In 1922 the bank accepted a smaller sum. 
The loss was recognised as a trading loss, but the 
accounts had to be reopened to substitute the 
ascertained loss for the estimated amount. 

On the other hand, where a company is unable to 
meet its debts owing to trade conditions and a creditor 
releases part of the amount due to him, the accounts 
of past years cannot be reopened, nor is the debt 
to the extent that is forgiven a credit item for the 
period in which the concession is received. It there- 
fore escapes tax (British Mexican Petroleum Co. v. 
Jackson (1931-32), 16 Tax Cases, 570). 

The representative cases quoted bear out the 
quotation with which this article opened. The Com- 
missioners must apply business acumen to accounts 
brought before them to ensure that they disclose the 
transactions of the period, neither more nor less. 

The taxpayer who seeks to reopen accounts after 
an assessment has become conclusive must apply 
uner the “ error or mistake ” provision of Section 24 
of the Finance Act, 1923, but this deals with an aspect 
of the matter which is outside this article. 
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Deduction of Tax after April 5, 19406 


The rate of tax to be deducted from annual pay- 
ments, dividends, etc., becoming due after April 5, 
1940, is 7s. 6d. in the £ [Section 7 (1) proviso, 
Finance (No. 2) Act, 1939]. This is an important 
change in the law, varying Section 2 of the 
Provisional Collection of Taxes Act, 1913, under 
which, in normal years, deductions continue at 
the rate for the previous year until the new rate 
is in force. 


- as ordinary dividends. 


April, 1940 


Repayment Claims 1939/40 

In the case of ordinary dividends, care must 
be taken to reclaim tax by reference to the gross 
equivalent of the net dividends paid in 1939/40, 
taking income tax into account at 7s. in the {, 
irrespective of the rate deducted. In the case of 
fixed preference dividends, however, the gross 
amount declared is the amount to be included as 
income. The fluctuating portions of dividends on 
participating preference shares are, of course, regarded 
Dividends paid free of tax 
must be grossed at 7s. in the £, whether they are 
on ordinary or preference shares. 

Where interim repayments have been made by 
reference to the rate of 5s. 6d. in the {, the difference 
will be adjusted in the final claim for repayment. 

(The above remarks are subject to any adjustments 
arising on account of Dominion income-tax relief.) 

Time Limits 

Certain claims for relief must be made within 
one year of the end of the year of assessment, notably 
under Rule 6, Schedule B (reduction of Schedule B 
assessment on farms to the actual profits) ; Section 33 
(management expenses of investment companies, 
etc.) ; Section 34 (loss in trade, etc.); Rule 6, 
Cases | and 11, Schedule D (repayment to lessor 
of machinery and plant in respect of wear and 
tear) ; and Section 26, Finance Act, 1922 (manage- 
ment expenses of mineral rent and royalties) ; also 
concessional relief for management expenses of 
patent royalties; and claims under Schedule A for 
reduction of assessment or “ voids.’’ Such claims 
in respect of 1938/39 must therefore be made by 
April 5, 1940. 

Taxation on Foreign Income 

The attention of our readers is directed to an 
important announcement relating to the taxation 
of foreign income remitted to this country by reason 
of the Defence (Finance) Regulations. This announce- 
ment was contained in an answer recently given by 
the Chancellor of the Exchequer to a Parliamentary 
question and is reproduced in full on page 203 of this 
issue of ACCOUNTANCY. 


RECENT TAX CASES 
By W. B. COWCHER, 0O.B.E., B.Litt., Barrister-at-Law 
Income Tax—Foreign possessions-—Promissory notes 
given in consideration of cash or other valuable con- 
sideration—Whether wholly capital or containing an 
assessable interest element—Income Tax Act, 1918, 
Case V, Rule 2. 

In Beck v. Lord Howard de Walden (1940, K.B.D., 
February 15, T.R. 143), there were four agreements 
into which, on August 11, 1933, respondent entered 
with four different Canadian companies. In each 
case he agreed to pay a large sum of money, the grand 
total being £850,856. In three of them there was 


other consideration. In each case he received under 
the agreement 120 promissory notes issued by the 
company concerned falling due one each quarter for 
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30 years. The aggregate face value of the notes was 
largely in excess of the immediate consideration. 
As to the nature of the transactions, the following 
is from the judgment: ‘‘ Lord Howard de Walden 
was not carrying on business in Canada. These 
transactions are naked transactions with no com- 
mercial background. There is no course of business.”’ 

The disputed assessments were made _ under 
Case V, and there were three possibilities. The 
quarterly payments were (1) wholly capital as con- 
tended by respondent, (2) wholly annuity, considered 
by the Commissioners but not pressed for by the 
Crown, (3) partly capital and partly interest as 
claimed by the Crown. Assuming interest, there 
was dispute as to the method of computation. The 
Special Commissioners decided for (3), but against 
the Crown’s method of computation. They put 
forward their own. Wrottesley, J., decided for the 
Crown upon both points. 

As to whether the payments were liable in toto 
as annuity, Perrin v. Dickson (1930, 1 K.B. 107, 
14 T.C. 608), precluded such a finding. In the wholly 
capital argument for the respondent, based upon 
Foley v. Fletcher (1858, 3 H. & N. 769), and C.I.R. v. 
Ramsay (1935, 154 L.T. 141, 20 T.C. 79), it was 
urged that, where purchase money is paid by deferred 
instalments, there was always notional interest ; but 
that the payments in those cases were regarded as 
wholly capital and the Crown had never put forward 
a Claim that there was any interest. This argument 
was held to be notionally sound but factually 
uncertain. 

The Duke of Westminster case (1935, 51 T.L.R. 467, 
19 T.C. 490), with its dicta upon the validity of 
effective schemes of legal evasion, had been stressed ; 
but his Lordship found nothing in the series of pro- 
missory notes which made them irreconcilable with 
an income element. As to the computation of the 
interest, the Crown’s method was in accord with the 
Scoble case, (1903, A.C. 299, 4 T.C. 478; 618). He 
preferred a third type, the sinking fund method. 
But this could only have been adopted by agreement 
between the parties. 


Estate Duty—Gift inter vivos within three years of 
death—Ordinary shares—Capitalisation of reserves and 
issue of bonus shares—Whether bonus shares liable 
fo Estate Duty—Customs and Inland Revenue Act, 
1881, Section 38—Customs and Inland Revenue Act, 
1889, Section 11—Finance Act, 1894, Sections |, 
2 (1) (c), 7 (5), 22 (f). 

In Attorney General v. Oldham (1940, K.B.D., 
February 23, T.R. 155), an issue of considerable 
importance came before the Court for the first time. 
In January, 1934, Mr. Tate, defendant’s father, 
gave her 25,000 ordinary shares in Tate & Lyle, Ltd., 
then worth just over {4 per share. In May, 1935, 
part of the company’s general reserve, most of which 
had accumulated prior to the gift, was capitalised 
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and distributed in bonus shares, defendant receiving 
10,000 such shares. The market prices immediately 
before and immediately after the distribution were 
£5 7/16 and £3 3/16 respectively. Mr. Tate died 
on April 30, 1936, and, whilst liability to estate 
duty was admitted as regards the 25,000 shares, it 
was disputed as regards the 10,000 bonus shares. 

Wrottesley, J., gave his judgment against the 
Crown. The issue depended upon certain provisions 
in the Finance Act, 1894. Caught by Section 2 (1) (c), 
under Section 1 the property had to bear duty upon 
its principal value. By Section 7 (5), this was the 
sale price as at the date of death; whilst, by Sec- 
tion 22 (f), ‘‘ The expression ‘ property ’ includes . . 
personal property and the proceeds of sale thereof, 
respectively, and any money or investment for the 
time being representing the proceeds of sale.”’ 

The 10,000 bonus shares were clearly not gathered 
in by the definition ; but the Crown argued that the 
substance of the transaction should be looked at ; 
and quoted cases in support, although none of them 
would seem to have much authority in the particular 
circumstances. The essence of the judgment would 
seem to be summed up in two findings. First, 
Mr. Tate did not give his daughter the 10,000 shares. 
Consequently, she did not take them under the dis- 
position. Secondly, although the bulk of the reserves 
distributed existed at the date of the gift, they were 
available for and could have been distributed as 
dividend instead of as capital. And dividends dis- 
tributed as between the date of the gift and the date 
of the donor’s death are not made liable to the 
duty. 

Income Tax—-Mortgagee deducting interest due from 
funds in hand and accounting for tax thereon to Revenue 

Whether gross or net interest to be deducted in account 
against mortgagor—Income Tax Act, 1918, No. 21, 
General Rules. 

In Hollis v. Wingfield and Others (1940, K.B.D., 
January 31, T.R. 127, C.A., February 9, T.R. 151), 
Plaintiff mortgaged some shares in a_ property 
owning company to F., the first mortgagee, and then 
mortgaged them again. The liquidator of the com- 
pany paid certain amounts to F. Plaintiff having 
begun an action for redemption of the shares F. 
put in accounts showing her receipts and what was 
due to her for principal and interest. The latter was 
shown as a net amount after deduction of tax. Later, 
the Revenue having claimed and secured tax from 
F. under Rule 21, she applied for leave to put in an 
amended account. In effect she claimed to deduct 
the gross interest. Farwell, J., in interlocutory 
proceedings, held that she had done what she was 
entitled to do in accounting to the Revenue; that 
she was not bound by her first account ; and that 
she was entitled to amend so that no deduction was 
made for income tax in the account. The Court of 
Appeal affirmed this decision. 


Aes ek 


— 


hk Ce ee ee re 


Ne ca 
> ay 
é 
| tong 
€ 
e 4 
t. ; 
Ss 4 
Bois 
n ne 
ly z 
B ; 3 
3 | | 
S, e. 
5, 
wr 4 
id 
e- 
8) 
| . 
or 
ns 
oy 
in ; 
on ; 
on 
e- | 
by 4 
ry nite 
11S e. 
Ns 
tes bi 
n- & 
an 3 5 
18, = 
nts oe 
ed Brat 
ich : 
nd | 
yas ay 
der a 
the i 
for a3 
a 


194 ACCOUNTANCY 


The real principle involved in this case would 
seem to be the same as that in Howells v. C.I.R. 
(1939, 3 A.E.R. 144), reported in our July, 1939, 
issue, where it was held that a solicitor who was a 
mortgagee and had received monies of the mortgagor 
as agent and had retained the interest due to him 
was accountable to the Revenue for tax thereon under 
Rule 21 as the person “ by or through whom ”’ the 
interest was paid. It seems curious that that case 
was not referred to in the judgments. Granted that 
the mortgagee was accountable to the Revenue, 
it is clear, in the words of Farwell, J., that “ the 
right way of doing it was now to have an account 
taken of the principal and interest, but in calculating 
the interest not to make any deduction for tax.” 
Otherwise F. would be paying tax twice. 


Sur-tax-—Deduction—Annual payments to trustees— 
Trustees liable to lend trust money to settlor——Settlor to 
control payments by trustees—Income Tax Act, 1918, 
Section 27 (1) (b) ; Finance Act, 1922, Section 20 (1). 

In D’Ambrumenil v. C.I.R. (1940, K.B.D., Febru- 
ary 6, T.R. 135), the appellant covenanted to pay 
to trustees, first, £20,000 in respect of the period 
from February |, 1936, to January 31, 1937; and, 
secondly, in respect of each subsequent year to 1945, 
three-quarters of his whole income. The trustees 
were to hold on trust for accumulation, paying to 
P., who, although no relative, had resided with him 
for many years, such sums out of income as appellant 
should direct. Appellant could require any part of 
the trust funds to be advanced to him without 
security or interest and for as long as he desired. 
The trustees were not to be responsible for any loss. 

On March 3, 1937, appellant transferred to the 
trustees’ account bearer bonds and cash amounting 
to £20,000 in accordance with the first provision ; 
whilst, on March 4, 1938, he gave the trustees a 
cheque for £10,441, representing £20,255, three- 
quarters of his income for the year to March 31, 1938, 
less income-tax for two years. Upon the same day, 
the trustees lent him £10,500. 

The appellant claimed to deduct the £20,000 and 
the £20,255 in computing his total income for sur-tax 
for 1936-37 and 1937-38 respectively. The Special 
Commissoners decided that he was prevented by 
Section 20 (1) (a) of the Finance Act, 1922; and he 
fared no better before Wrottesley, J., who held that 
the first payment was caught both by Section 20 (1) 
(a), and by Section 20 (1) (6) of that Act as being 
income payable for a period which could not exceed 
six years; whilst the second payment was not one 
whereby his income was or could be diminished 
within Section 27 (1) (6) of the Income Tax Act, 
1918. 

Although somewhat unfortunate in its construc- 
tion, this is another judgment memorable for its 
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common sense and disregard of artificialities. In 
the public interest, it is to be hoped that the good 
work will not be undone in higher Courts. The 
dicta are both interesting and important: “If I 
have the right to borrow the whole of a man’s income 
against his will on terms that I need neither repay 
it—nor pay interest on it, nor give him security,” 
the beneficial enjoyment is mine, as _ borrower, 
The Judge was not prepared to read into Section 20 
(1) (a) the words “as income” after “ beneficial 
enjoyment.” In regard to Section 20 (1) (8), the 


~ £20,000 had nothing in common with the subsequent 


payments ; and there must be some constant element 
in the yearly payments, as held by Lawrence, J. 
in C.J.R. v. Mallaby-Deeley (1938, 3 All E.R. 463, 
17 A.T.C. 316). 

With regard to the later payments under the deed, 
as the result of the settlor’s right to borrow, he had 
control not only of the income but of the capital of 
the trust. The payments were ineffective unless 
the settlor died without taking the money back as 
loans and so they were not annual payments whereby 
the settlor’s annual income was diminished within 
Section 27 (1) (6) of the Income Tax Act, 1918. 


Sur-tax—-Residuary legatee living in testator’s house 
while residue unascertained —Whether annual value 1s 
part of legatee’s total income—Income Tax Act, 1918, 
Schedule A, No. VII, Rules 1 and 2; Finance Act, 
1927, Section 38. 

Lord Wolverton died in 1932, and the residue of his 
estate was not ascertained until 1937. His widow 
had an absolute interest in it which included the 
freehold residence in which she lived from 1932 to 
1937, paying the servants and keeping up the grounds. 
The issue in this case (C.J.R. v. Lady Wolverton 
(1940, K.B.D., January 31, T.R. 123)) was whether 
the annual value was part of her income pending 
ascertainment of the residue. A contention that her 
occupation was as the representative of the executors 
was accepted by the Special Commissioners, but 
rejected by Wrottesley, J. 

The decision would seem to rest upon the facts 
found in the case as stated. To use words from the 
judgment, “ Lady Wolverton . . . lived on in the 
house . . . neither she nor the executors bothered 
about it at all; they did not question her being 
there ; they did not try to eject her; that is to say, 
they did not ask her to go.”’ It was held that the 
Crown’s argument had disposed of any suggestion 
that ascertainment of the residue was necessary before 
there could be legal occupation, and that there was 
no other ground in the case for saying that she was 0 
occupation as representing the executors. ‘‘ It has 
even been hazarded that Lady Wolverton was 
there at the request of the executors ‘to keep the 
house warm (if I may use that vulgarism).’’’ This 
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point his Lordship was not prepared to consider, 
as it did not appear in the Case. If such had been 
argued, it would have appeared in the statement of 
facts heard by the Commissioners. 

Part III of the Finance Act, 1938, has revolu- 
tionised the position where estates are in course of 


The Emergency 


In our November, 1939, issue we published the first 
instalment of a comprehensive guide to the war-time 
enactments and Orders which most concern the accountant. 
The series 1s brought up to date each month, and the sixth 
instalment is given below. The summaries are not 
intended to be exhaustive, but only to give the main content 
of an Act or Order, the full text of which should be consulted 
if details ave required, 


ORDERS 
COURTS 
No. 288/L.3. Courts (Emergency Powers) (No. 1) Rules, 
1940. 

Amendments are made in the Courts (Emergency 
Powers) Rules, 1939, which lay down procedure in 
applications to the Court under the Courts (Emergency 
Powers) Act, 1939. 

(See AccouNTANCY, November, 1939, p. 39.) 

EXPORTS 
Nos. 219, 263, 264, 329, 351. Export of Goods 
(Control) Orders, 1940, Nos. 4, 5, 6, 7, 8. 

Further amendments are made in the list of goods 

which may not be exported without a licence. 


(See AccounTANCY, March, 1940, p. 164.) 


FINANCE 


No. 291. Order in Council adding Regulation 5B to the 
Defence (Finance) Regulations, 1939. 


Whisky, and certain categories of fur skins, tin, 
rubber and jute, exported to territory in or adjacent to 
the continent of America (except Canada, Newfoundland, 
and other parts of His Majesty’s dominions, Argentine, 
and French dependencies) ; territory under the sover- 
eignty of the U.S.A.; Belgium, the Belgian Congo and 
Ruanda-Urundi; the Netherlands and Netherlands 
East Indies ; and Switzerland, must be paid for to the 
full value of the goods in belgas, guilders, Netherlands 
East Indian guilders, Swiss francs, or United States 
dollars. 


IMPORTS 


No. 262. Import (Certificates of Origin and Interest) 
Order, 1939, Amendment Order, 1940. 


Further categories of goods are exempted from 
the requirement of a certificate that not more than 
25 per cent. of their cost was derived from materials 
produced or work done in enemy territory. 

(See Accountancy, December, 1939, p. 66.) 

Nos. 343, 373, 405. Import of Goods (Prohibition) 
Orders, 1940, Nos. 8, 11, 12. 
No. 405 revokes and replaces most of the previous 
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administration. Nevertheless, it would seem to be 

open to question whether, had Lady Wolverton ¥ 
occupied the house at the request of the executors Weg 
merely as a caretaker, such an occupation would be 1 
a “ benefit ’’ within Section 32 of the Act and so 

part of her income. 


Acts and Orders 


Import Prohibition Orders. The goods listed may co 
not be imported without a licence, unless they come 
from the Channel Islands or were despatched before aS 


the date prescribed for the particular class of goods. 
(See AccouNTANCY, March, 1940, p. 165.) 
PRICES OF GOODS oe 


No, 296. Prices of Goods (Permitted Increase) Order, 


1940. 
The matters to be considered in fixing the permitted 
increase under the Prices of Goods Act, 1939, are to ie 


include liability under contracts for purchase of materials 
and stocks of goods at fixed prices for future delivery. 
The Order applies to transactions effected before it 
came into operation. 
(See ACCOUNTANCY, January, p. 94.) 
RENT RESTRICTION ae 
No. 238. ent Restrictions Regulations, 1940. oe Se 
New forms of notices are prescribed for insertion in Bas 
rent books-and similar documents in respect of dwelling- 
houses controlled by the Rent and Mortgage Interest 
Restrictions Acts. The provisional Regulations are hake 
superseded. re 
(See ACCOUNTANCY, Iebruary, p. 119.) 
TRADING WITH THE ENEMY . 
Nos. 224, 267. Tvading with the Enemy (Specified wit 
Persons) (Amendment) Orders, 1940, Nos. 2 and 3. oe 
Additions, deletions and amendments are made in 
the list of persons and firms deemed to be enemies for 
the purposes of the Trading with the Enemy Act, 1939. 
(See AccouNTANCY, March, p. 165.) Ok 
TRANSPORT PAD 
No. 199. Railways (Annual Accounts and Returns) war 
Order, 1940. Boss. 
Railways under the control of the Ministry of Transport 
are allowed ninety days for the production of their 


annual accounts, instead of the sixty days provided by gk 
the Railway Companies (Accounts and Returns) Act, 
1911. 


No. 279. Railways (Annual Accounts and Returns) 
Order (No. 2), 1940. 

Certain of the accounts and returns specified in the 

Railway Companies (Accounts and Returns) Act, 1911, 


need not be prepared. 2 
WAR RISKS INSURANCE a 
No. 273. War Risks (Commodity Insurance) (No. 2) ; 


Order, 1940. 
An amended definition is given of the term “ King’s 
enemy risks.” The insurable value of property is to be 


the value at the time the loss or damage is suffered. 
(See ACCOUNTANCY, March, p. 166.) 
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Legal Notes 


COMPANY LAW 
Scheme of Arrangement—Priority of Preference Share- 
holders—No implication of loss of existing rights. 

In Re T. H. Downing & Co., Ltd. (1940, 1 All E.R. 
333), the Court of Appeal, over-ruling a decision of 
Mr. Justice Bennett, reaffirmed the principle that a 
scheme of arrangement and reconstruction will not 
alter existing rights of priority, unless there is 
explicit language to a contrary effect in the scheme 
and in the new Articles of Association. There was 
a dispute over the construction of resolutions passed 
in 1933 and of a scheme of arrangement made in 
pursuance of them in 1937. It was admitted that 
the resolutions attached definite priority of repay- 
ment of capital to the then preference shareholders. 
Bennett, J., had held that, in order that the existing 
rights of priority might be continued under the 
scheme of arrangement, the language of the scheme 
must contain an explicit recognition of those rights. 
In reversing his judgment, the Court of Appeal 
enunciated the principle that it is not correct to 
infer an alteration of existing rights of any class of 
shareholders unless the actual words compel that 
inference. In the absence of an express alteration, 
there can be no implied alteration unless such an 
implication is obvious from the language of all the 
relevant provisions in the scheme and the Articles. 
This, indeed, is a general principle of English law, 
which is frequently applied to the interpretation of 
Statutes, particularly taxing Statutes. 


Winding-up——Voluntary liquidation —Judgment on 
creditor’s right to compulsory winding-up order — 
Companies Act, 1929, Section 255. 

In Re James Millward & Co., Ltd. (1940, 1 All 
E.R. 347), the Court of Appeal confirmed the general 
view that by virtue of Section 255 of the Companies 
Act, 1929, a judgment creditor of a company in 
voluntary liquidation has an absolute right to a 
compulsory winding-up order. The Court thus 
over-ruled the decision of Mr. Justice Bennett. The 
Section states: “‘ The winding-up of a company 
shall not bar the right of any creditor or contributory 
to have it wound up by the Court, but in the case 
of an application by a contributory, the Court must 
be satisfied that the rights of the contributories will 
be prejudiced by a voluntary winding-up.”” The 
Court of Appeal pointed out that the 1929 Act altered 
the law regarding the burden of proof which must 
be met by a creditor seeking a compulsory winding-up 
order where there is a voluntary liquidation in 
progress. Prior to the Act of 1929, he had to show 
that the position of the creditor would otherwise be 
prejudiced. Under the Act he has merely to prove 
that he has obtained his judgment debt, that his 
debt is unsatisfied and that he desires a compulsory 
winding-up. The question whether his position will 


be prejudiced by the continuing of the voluntary 
winding-up is irrelevant. Lord Justice Clauson, in 
delivering a concurring judgment, referred to 
affidavits of liquidators. He said that where the 
onus is upon those opposing the winding-up, little 
reliance should be placed upon an affidavit of a 
liquidator, however eminent or respectable, who 
filed evidence founded almost entirely on information 


-and belief. ‘‘ Where the onus is on those who are 


” 


opposing the winding-up petition,’’ he said, “I 
should very much hesitate to regard the onus as 
discharged in a case where those necessarily con- 
versant with the whole matter-—namely, the directors 
--do not put in any affidavit, and are, therefore, 
shielded from cross-examination.” 
EMERGENCY LEGISLATION 

Court’s discretion under Courts (Emergency Powers) 
Act, 1939--Action for rent and possesston—Landlord's 
position compared with that of other creditors. 

In the recent case of Metropolitan Properties, Ltd. 
v. Pundy (noted in AccouNTANCY, March, 1940, 
page 163) the Court of Appeal refused to over-rule 
a discretionary order of Mr. Justice Tucker under 
the Courts (Emergency Powers) Act, 1939, affecting 
the contractual obligations of landlord and tenant. 
Further difficult questions of principle as to the 
application of that Act came before the Court of 
Appeal in the case of Blanket v. Palmer (1940, | All 
E.R. 524). The tenant in this case paid an annual 
rent of £150 for a shop, payable weekly at £2 17s. 8d, 
On January 16, 1940, the landlord obtained judgment 
before a Master for possession and for arrears of rent 
and mesne profits to the date of judgment. Applica- 
tion was made for leave to proceed to execution 
under the Act. The tenant asked for relief on the 
ground that his business of supplying fried fish in 
the shop in question had suffered owing to the 
black-out. The Master gave leave to enforce the order 
but it was suspended so long as the tenant paid {3 
per week. On appeal by the tenant to the Judge, 
the order was varied and the weekly payments were 
reduced to {1 10s. Od. The landlord appealed. 
The Court of Appeal, having regard to the circum- 
stances, restored the order of the Master, MacKinnon, 
L.J., saying that the effect of the Judge’s order was 
to alter drastically the contractual rights of the 
parties ; the tenant was left in possession as though 
he were a tenant at an agreed rent of {1 10s. per week, 
instead of the agreed rent of £2 17s. 8d. per week. 
‘“So wide and so vague are the terms of the Act 
that it is quite conceivable that it might be within 
the power of the Court to order almost anything in 
variation, or in defiance, of the existing contractual 
obligations of the parties.’’ He pointed out that 
the landlord supplied the premises; the tenant 
supplied the energy and business ability ; various 
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merchants were also concerned in the matter. But 
under the Judge’s decision, only the landlord would 
be deprived of his share of the profits. Therefore, 
the Master’s order was the proper one in the circum- 
stances, and the Court of Appeal did not agree with 
the Judge’s variation. It would appear, therefore, 
that general trade creditors are not to be paid in 
full while the landlord is restricted in the recovery 
of his rent. 


Contract of sale of land——A pplication for leave to forfeit 
deposit and re-enter on failure to complete—Onus of 
proof. 

The Courts (Emergency Powers) Act cannot be 
invoked by a debtor, unless he can discharge the 
onus of proof that his inability to fulfil his obligation 
is due to circumstances directly or indirectly arising 
out of the War. If it is found that apart from the 
War such inability would have existed, relief under 
the Act is not available. This principle was illustrated 
in the case of Re Griffiths ; re Davies’ Contract (1940, 
| All E.R. 528). In December, 1937, the defendant 
agreed to purchase certain land from the plaintiff. 
She paid a deposit of £500 and agreed to complete 
by payment of £8,000 on October 25, 1939. At that 
date she could not pay, although, in accordance with 
the original contract, she had been given immediate 
possession. On October 26, 1939, the plaintiff applied 
to the Court for liberty to forfeit the deposit and 
re-take possession. The defendant sought the pro- 
tection of the Courts (Emergency Powers) Act, 1939. 
She adduced evidence of her financial position, but 
Mr. Justice Morton found that the evidence only 
showed she had entered into a highly speculative 
undertaking, that owing to circumstances quite 
apart from the War, her ability to complete was 
extremely unlikely, and that she had failed to show 
that her inability to pay in October, 1939, was in 
any way “directly or indirectly attributable ’’ to 
the war. Therefore she had not satisfied the require- 
ments of the Act, and the plaintiff ought not to be 
prevented from exercising his ordinary legal rights. 
The defendant appealed, but the Court of Appeal 
(MacKinnon and Clauson, LL.J.) upheld the decision 
of Morton, J. 


Courts (Emergency Powers) Act, 1939—Gas Company 
entitled to cut off supply without leave of Court. 

In Perry v. South Metropolitan Gas Company 
(1940, 1 All E.R. 591), Mr. Justice Morton decided 
a novel point under the Act. An occupier of a fish 
and chips buisiness was supplied with gas by the 
defendants. She also rented business utensils from 
them, in respect of which her arrears of payments 
amounted to {62; she was not in arrears for gas. 
The defendants cut off her gas supply. It was 
contended (1) that they had exceeded their statutory 
powers; (2) that cutting off the supply was a 
realisation of a security within the meaning of the 
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Courts (Emergency Powers) Act, 1939. Both con- 
tentions were rejected. 

Reference was made to the preamble to the Act, 
which reads: ‘“‘ An Act to confer on Courts certain 
powers in relation to remedies in respect of the non- 
payment of money and the non-performance of 
obligations (including powers in relation to bank- 
ruptcy and winding-up proceedings) and to make 
provision for purposes connected with the matters 
aforesaid.’’ The Court held it was wholly inappro- 
priate to describe cutting off a supply of gas as 
“realising a security.” Counsel for the plaintiff 
argued that, if not within the letter of the Act, it 
was within its spirit. But the Court, said Morton, J., 
could only give effect to the provisions found in the 
Act. The plaintiff had not made out even a prima 
facie case for the relief claimed, and the motion 
must be dismissed. 

MISCELLANEOUS 
Apprenticeship agreement with partners jointly — 
Dissolution and consequent termination of apprentice- 
ship—A pprentice’s right to damages. 

The case of Titmus v. Rose (56 T.L.R. 337) illus- 
trates the disadvantages of several partners entering 
jointly into an agreement with an apprentice. If 
before the expiry of the term of apprenticeship they 
dissolve partnership, they commit a breach of the 
agreement. In 1935 the infant plaintiff in this case 
entered into a five-years’ apprenticeship agreement 
jointly with two partners in a firm of engravers ; 
the partners covenanted, inter alia, to instruct the 
plaintiff in the partnership business during that 
period. In 1938, the defendant, one of the partners, 
dissolved partnership. The plaintiff remained with 
the firm, though his wages were not always paid, 
until May, 1939, when the firm ceased to carry on 
business and the apprenticeship prematurely 
terminated. It was contended that because the 
infant plaintiff continued to attend at the firm’s 
place of business after receipt of notice from the 
defendant of his resignation from the firm, he and 
the adult plaintiff, his father, thereby consented to 
the discharge of the agreements. Wrottesley, J., 
rejected that contention. He affirmed a previous 
decision that if partners take an apprentice jointly, 
they put themselves in the wrong if, by dissolving 
partnership, they prevent themselves from carrying 
out the apprenticeship contract. The case was 
similar to one where four partners agreed to employ 
a servant for two years and dissolved partnership 
within that period. It had been held that in such 
circumstances they were guilty either of wrongful 
dismissal or at least of failure to carry out their 
contract. In the present case, by dissolving partner- 
ship the two partners rendered themselves incapable 
of carrying out their covenants. The infant plaintiff 
was awarded his unpaid wages, amounting to 
£30 Ils. Od., and also £70 by way of general damages. 
His father was awarded £5 nominal damages. 
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FINANCE 


The Month 
The First War Loan 


The outstanding event of the month in the City has, 
of course, been the flotation of the new £300,000,000 
War Loan, which naturally aroused intense interest as 
the first major borrowing operation of the war —the 
“ big loan’ for which the market had been waiting for 
so many months, and which sets the tone for the whole 
finance of the war. Issued at par, the stock thus offered 
a flat yield of 3 per cent. for the medium-term life of 
15 to 19 years, a straightforward security eminently 
designed to appeal to the ordinary investor. Though 
the terms were pitched exactly in accordance with 
market levels, the announcement was well received, the 
old 34 per cent. War Loan rising to par for the first 
time since 1938. Everything augured well for the 
success of the issue, for sentiment was cheerful at the 
time of the announcement, and it was realised that 
savings had been mounting for some months in a closed 
capital market awaiting investment in precisely this new 
stock. It is impossible to deny, however, that the 
actual result did not quite come up to the most optimistic 
expectations. True, the issue was over-subscribed, but 
it was only the large applications from the financial 
institutions which were scaled down (allotments were 
on the basis of 825 per cent.), applications up to £49,000 
receiving allotment in full. By the time the lists were 
opened, moreover, market sentiment had deteriorated 
under the influence of the Finnish capitulation and fears 
of an early offensive, and gilt-edged prices suffered a 
moderate decline which the authorities, unaccountably, 
failed to correct. Instead of opening at the small 
premium which was indicated at the time of the 
announcement, therefore, the new stock actually marked 
as low as 4 discount on the opening day, an unfortunate 
debut which naturally takes much of the gilt off what 
could otherwise be regarded as a very successful start 
on the financing of the war. 


Minimum Prices Revised 

To a large extent the size of the opening discount 
was due to the consternation with which the market 
received the announcement—made on the very day that 
dealings in the new loan were to begin —that a fresh 
scale of official minimum prices had been drawn up for 
the leading gilt-edged stocks. The minima imposed 
in the opening days of the war had, of course, long since 
been left far behind and forgotten as a crisis measure, 
In the somewhat nervous political atmosphere at the 
time, the fixing of a new series of minimum prices a 
few points below current levels naturally came as a 
chilling reminder that the sudden shocks to confidence 
inevitable in wartime must be expected to produce 
sharp reactions in prices from time to time, and indeed 
the announcement was at first interpreted as an 
indication that the authorities were expecting an 
imminent crisis. The impression was unfounded, for 
the move had undoubtedly been under consideration 
for some time, but the announcement was certainly 
at an unfortunate moment and with scant 
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in the City 


regard for market psychology. 
transitory considerations, however, it is open to ques- 
tion whether the minimum price system in fact performs 
any very useful function. Banks and similar institu- 
tions are safeguarded against exaggerated falls which 
might prove embarrassing at balance-sheet dates, but 
the cost of this protection, as was brought home very 
forcibly in the early weeks of the war, is a freezing-up 
of the market which prevents holders from realising 
assets which in many cases have been acquired as a 
reserve against just such contingencies. The Chancellor 
has stated that the object of the minimum price scale 
is to safeguard the 3 per cent. level of interest rates 
established by the new loan, which it is the Govern- 
ment’s intention to preserve throughout the war. 
Yet at any time that the minimum prices are effective 
(which means at any time that the capital market is 
paralysed) there can be no question of issuing loans 
on a 3 per cent. basis. To secure these terms the 
Treasury would have to continue with floating debt 
finance until the abundance of liquid assets thus created 
had restored yields once again to the 3 per cent. basis 
And this process would prove equally efficacious with 
or without minimum prices. The only valid argument 
advanced in favour of the minimum price system is 
that it must encourage the banks to lend freely against 
stocks in an emergency. But this is merely to say 
that the commercial banks are expected to perform 
the task of offsetting a liquidity crisis by credit creation, 
a task which could be performed equally well and more 
appropriately by official support of the market. 
Indeed, the whole handling of the War Loan _ issue 
suggests that the authorities still cannot bring them- 
selves to accept the axiom that it is perfectly safe 
to support a market which is depressed merely by 4 
shock to confidence because in those circumstances 
the sellers desire merely to hold cash and not to spend 
it. It is healthy markets, which permit holders to 
realise securities in order to pay taxation or finance 
losses in consumption goods industries, that are 
dangerous, since this process strikes at the foundation 
of the closed capital market which is the basis of low 
interest rates. 


Dull Markets 

This has been a dull month for practically every 
section of stock markets, almost the only bright spot 
being a jump in Brazilian bonds on the debt settle- 
ment. The level of 80.6 touched by the Financial New: 
ordinary share index on the last day of February has 
proved so far to be the high level for the year, the 
index having fallen back by March 26 to 77.5. After 
rising to par on the announcement of the new loan, 
War Loan, like gilt-edged generally, shows a moderate 
fall on balance. Home rails attracted some further 
attention in the early days of the month, but the 
stimulus of the excellent Southern Deferred dividend 
was immediately offset by the disappointing payment 
on Berwick second preference. 


Leaving aside such 
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Mar. 26 Feb. 29 Change 
War Loan 33% ... ae 983 993 —} 
Southern Defd. ... Pa 213 20 +13 
G.W. Ord. ties see 47} 46} +14 
L.N.E.R. 2nd Pref. oe 20 21 —] 
Brazil Funding “A”... 3743 31 +64 
Dorman Long = oie 24/6 27/9 —3/3 
Courtauld ... “< ne 36/3 38 /- —1/9 
Brakpan ... es ea 48/15 49/43 —1/3 
Rand Mines oe ae 7} h +4 
W. Reefs ... say a 18/- 18/4} —-—/4} 
Palmietkuils ve , 4/9 4/9 -— 


Gold mines promised to be the feature at one time 
owing to the revised system of taxation announced 
in the South African budget. Instead of taking the 
excess in the gold price over 150s., the Government 
has imposed a special levy of 9 per cent. on taxable 
income, but it soon became clear that first impressions 
exaggerated the benefit which the industry would 
experience from this change. The aggregate amount 
which the Government expects to receive shows little 
change, and any gain to the mines will be limited to a 
maximum of £3,000,000, based upon expanding output. 
Budgetary Prospects 

By the time this appears the results of the financial 
year will be known, but with a fortnight still to go it 


was already reasonably certain that the final excess of 
expenditure over revenue would be close on £200 million 
less than the deficit of £938 million estimated by the 
Chancellor last September. Revenue promises to 
exceed the estimate of £995 million by some £50 million, 
and supply expenditure to fall short of the estimate 
by £125 to £140 million. On this basis supply expendi- 
ture in the final quarter will have been running at an 
annual rate of some £2,250 million. Allowing £250 
million for consolidated fund services, the minimum 
budget with which the Chancellor will be faced on 
April 23 (if he decides to budget for a whole year) 
must thus be £2,500 million, and quite a moderate 
intensification of the war could easily raise this figure 
to £3,000 million. Taxation on the present basis 
cannot be expected (unless there is inflation) to yield 
much more than £1,250 million, which leaves a gap 
even on the lowest figure for expenditure that it will 
not be easy to close by ordinary methods. It would 
seem that further drastic increases must be expected 
in the existing tax structure, together probably with 
entirely new imposts. Willa sales tax be among these ? 


Points from Published Accounts 


Taxation and Dividends.—Cases have recently 
occurred in which peculiar rates of final dividend have 
been declared, as a result of the increase in taxation 
from 5s. 6d. to 7s. in the war budget. To take one 
example, the County of London Electric Supply Company 
has declared a final dividend of £7 3s. 1d.—a rate which 
defies expression in any simple fractions. Earlier in 
the year the company paid an interim dividend of 
3 per cent., less tax at 5s. 6d. in the f. This payment, 
taking tax at 7s. in the £, would be equivalent to a 
gross payment of /3 6s. 11d. per cent. Hence, the 
directors have adjusted the final dividend so as to pay 
the equivalent of 104 per cent. gross, with tax at 7s. 
in the f, for the full year. In a sense, this method 
enables a company to convert the adversity of a higher 
rate of tax into the apparent blessing of a higher gross 
dividend. Another variant of the same method is to 
be found in the London Electric Supply Corporation’s 
accounts. In this case, the 3 per cent. interim dividend, 
which was paid less tax at 5s. 6d. in the /, has been 
re-worked on a gross basis with tax at 7s. The new 
rate is 3,% per cent., and the gross cost of the interim 
dividend has been adjusted from £26,223 15s. to 
£29,249 11s. 4d. to take account of the change in the 
rate of tax since the dividend was paid. 

The Railway Reports.—The four main-line railways 
have now issued their reports in the sadly abbreviated 
form described in our last month’s issue. The form of 
the auditors’ certificate to the Great Western accounts 
was described at that time. A somewhat more explicit 
statement has been employed in the case of the other 
three lines, each of which uses an identical form which 
begins with an explanation that under the authority 
of the Ministry of Transport the accounts are not pre- 
Pared in the full statutory form. It proceeds to state 
that the accounts actually published (Nos. 1 to 4a, 


8 to 9a, and 19) have been examined with the books, 
and are in agreement therewith. The certificate pro- 
ceeds : “‘ We are of opinion that subject to any variation 
which may be necessary in the estimated adjustment 
for the Control Period the accounts are properly drawn 
up so as to exhibit a true and correct view of the position 
of the company’s affairs, and the revenue shown in No. 8 
Account is available to meet the dividends proposed 
to be declared.” This is an interesting example of 
flexibility in accounting methods. The financial agree- 
ment between the railways and the Government was 
reached so late that the companies had the minimum 
of time to issue their accounts and hold their meetings 
in accordance with their respective Statutes. Moreover, 
the agreement has introduced a number of new factors, 
among them the adjustment of claims between London 
Transport, the main-line railways and the Government, 
regarding the Board’s revenue during the control period. 
In fact, the railways and the Board have assessed ‘‘as a 
reasonably reliable figure ’’ (to quote the chairman of 
the Great Western Railway) the sum of £13} millions 
as their combined net revenue for the control period 
from September 1 to the end of last year. It is this 
figure which may be subject to adjustment. 
International Paint & Compositions.—-An_ un- 
usually lengthy auditors’ report accompanies the 
accounts of this company. The balance sheet merely 
contains the brief note: ‘“‘ Audited and certified as per 
our report of this date.’” The actual report contains 
certain novel points, and it sets them out with some style. 
The balance sheet is stated to “ represent ’’—instead 
of the more usual word “ exhibit ’’—a true and correct 
view of the state of the company’s affairs. It declares 
—somewhat unnecessarily, since the same words are 
used in the balance sheet—that investments are set out 
in the balance sheet at cost price or under. It records 
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that stocks have been taken by the company’s officials 


and the total certified to the accountants by the 
managing director-—-which is, of course, the usual 
procedure. Finally, it concludes with a _ gracious 


acknowledgment to the company’s staff. “‘ We have 
pkeasure in stating that we have found the books well 
and accurately kept, and have received every information 
and assistance from your staff during the course of 
the audit.’” This is a pleasing tribute, which auditors 
may frequently but usually find no formal 
occassion to express. 

G. D. Peters & Co.--Commencing with this issue of 
ACCOUNTANCY, it is proposed to reproduce regularly 
an example from the company accounts of the month. 
The example will be selected for its technical interest, 
its clarity-—or, if occasion demands, its obscurity. 
This month’s example is provided by the balance sheet 
of G. D. Peters & Co. It is constructed on what may 
be called “‘ net worth" lines, or the American style. 
In other words, it sets out the position, not of total 
assets, but of the total equity in the company. This 
consists of issued ordinary capital, general reserve, the 
proposed final dividend, and the balance at the credit 


share, 


April, 1940 


of profit and loss —a total of £251,340. This sum is 
represented by net liquid assets (that is, after deducting 
creditors and specific reserves), holdings in subsidiary 
companies and fixed assets. There is much to be said 
for this method of presentation as an aid to clarity. 
This particular example is well set out, with useful 
comparative figures. But it is a fairly simple case. 
Unfortunately, when such complications as extensive 
prior charge capital and large reserves for contingencies 
and other vaguely specific purposes are present, the 
matter becomes more difficult. Moreover, in general, 
the method gives an air of showing precisely what is 
represented by the ordinary shareholder’s investment, 
though, in fact, the inevitable assumptions are made 
regarding the correctness of asset values, and the 
adequacy of depreciation provisions. In this particular 
case, the directors might have extended the usefulness 
of the balance sheet by stating the book cost of the 
fixed assets, and by deducting depreciation, thus showing 
the extent to which they had been written down. One 
or two other conpanies follow the ‘‘ net worth ” method 
of presentation, Crompton Parkinson being, perhaps, the 
best known. 


G. D. PETERS & CO., LTD. 
Balance Sheet as at December 31, 1939 


(Figures adjusted to nearest £) 


Share Capital 
Authorised 
1,200,000 Ordinary Shares of 5s. each 


Issued 
607,500 Ordinary Shares of 5s. each, fully paid 


General Reserve 
Balance as at January 1, 1940 , ai 
Amount transferred from Appropriation Account 


Less Amount Capitalised 


Provision for Recommended Final Net Dividend 


Profit and Loss Account 
Balance as per Appropriation Account ... 


Liquid Assets 
Cash at Banks and in Hand 


Sundry Debtors and Payments in Advance after making provision for doubtful debts 


Subsidiary Company’s Current Account Balance 
Stock and Work in Progress, at or below cost 


Less Sundry Creditors and Provisions 
Trade Creditors and Reserves for Accrued Expenses... 
Provision for Taxation _ a 
Provision for Discretionary Staff Fund 


Net Liquid Assets 


Investments in Subsidiary Companies- 
At Cost, less Amounts written off ; 


Fixed Assets— 


Plant and Machinery, as valued by the Managing Director at December 31, 1935, plus 


Additions at Cost, less Depreciation ... 


Freehold Land and Buildings, at Cost, less Sales and Amounts written off 
Amounts written off 


Patents and Patent Rights, at Cost, less 


1938 
f f t 
300,000 300,000 
151,875 101,250 
101,250 
25,375 
126,625 
50,625 
76,000 101,250 
9,872 17,011 
13,593 13,698 
251,340 227,209 
151,271 54,694 
48,552 34,642 
3,464 5,451 
86,478 86,733 
289,765 181,524 
51,628 56,596 
75,417 12,578 
10,000 5,000 
137,045 74,173 
152,720 107,351 
9) 2 
37,027 40,744 
61,491 79,012 
100 100 
—---— 98,618 
£251,340 £227,208 
= pees ctl 


INVERFORTH, Chairman. 


J. F. DAWSON, Deputy Chairman. 
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Deferment of Calling-up 


Many enquiries have been received at Incorporated 
Accountants’ Hall from members requiring information 
on the question of deferment of calling-up of men 
engaged in work of national importance. We publish 
below a memorandum on this subject issued by the 
Ministry of Labour, which should be of assistance to 
members. 

So far as applications from the accountancy pro- 
fession are concerned, it should be specially noted by 
members that the appropriate department for receiving 
applications in the first instance is the Companies 
Department of the Board of Trade. Applications should 
be addressed to the Comptroller of Companies, Com- 
panies Department, Board of Trade, Great George 
Street, London, S.W.1. A form of application can be 
obtained from Incorporated Accountants’ Hall. 

It is desired to emphasise that applications should 
only be made where a man is considered to be doing 
work of national importance. His work should be of 
such a degree of responsibility, and his knowledge 
and experience should be such, that under existing con- 
ditions his place could not be adequately filled within 
a reasonable period, either from within the firm's 
organisation or from outside. We are advised that the 
fact that a particular practice cannot continue on a 
pre-war scale without the retention of a_ particular 
individual cannot in itself be regarded as justification 
for deferring his calling-up, and, since the calling-up of 
men should be anticipated by employers, the argu- 
ment that the military service of clerks should be 
deferred while substitutes are being trained is_ not 
sufficient to justify deferment. 

In cases where deferment is granted, it is for a tem- 
porary period only in the first instance, although there 
is the possibiity of a temporary renewal. 

Kelease from H.M. Forces can be obtained only in the 
most exceptional circumstances, where the national 
interest is vitally involved. It is hoped to publish 
next month particulars to be issued later by the Ministry 
of Labour on the question of release, but it is stressed 
that an application should only be made in rare instances. 
MEMORANDUM OF MINISTRY OF LABOUR 
ON THE DEFERMENT OF THE CALLING-UP 
OF MEN UNDER THE NATIONAL SERVICE 
(ARMED FORCES) ACT. 


1. Numerous enquiries have been received as to the 
possibility of securing exemption for skilled workpeople 
liable under the National Service (Armed Forces) Act, 
1939, to be called up for service in H.M. Forces. The 
following notes are issued for general guidance. 


RECRUITMENT 
2. Recruitment to H.M. Forces is subject to the 
Schedule of Reserved Occupations. This Schedule 
fixes ages at and above which men in a wide range of 
“cupations of national importance in time of war are 
hot accepted for service in the Forces or for full-time 
Civil Defence work. 


3. Men below the ages shown in the Schedule for 
their respective occupations may be called up or ac- 
cepted for service in the Forces, though in the case of a 
number of important occupations from which tradesmen 
required in the Services must be drawn, a man will be 
called up or accepted only if he is required for service 
in a Service Trade corresponding to his civil occupation. 


4. The Schedule is subject to amendment from time 
to time. It should be noted that amendments which 
increase the extent of reservation granted are not retro- 
spective in their effect, that is, they do not involve the 
release of men already in the Forces. 


DEFERMENT OF CALLING-UP 
5. There is no provision for reservation from military 
service on industrial grounds otherwise than by the 
Schedule of Reserved Occupations. 


6. A short deferment of calling up for military service 
of men not reserved by the Schedule may be considered 
on the ground of industrial necessity in exceptional cases 
where it can be shown that the immediate calling-up 
of the men concerned would hold up work of vital 
national importance. 


7. The proper course for a firm desiring to make an 
application in respect of an employee whose temporary 
retention is regarded as essential to the carrying on of 
work of national importance is to make representations 
to the Government Contracting Department on whose 
work they are principally engaged or to the Government 
Department chiefly concerned with the services which 
they provide (e.g., in the case of coal mines, to the Mines 
Department, or in the case of firms engaged mainly on 
work for the export trade, to the Department of Overseas 
Trade) or, failing such a Department, to the Board of 
Trade. The Department concerned, if fully satisfied as 
to the special merits of the case, and, in particular, that 
the firm has been unable to find a substitute for the man 
concerned or otherwise to meet the position which would 
result from his calling-up, will make its representations 
in the proper quarter. 


8. Applications can be considered only in 
respect of men who are actually liable to military 
service and who have registered under the National 
Service (Armed Forces) Act, 1939. Applications 
should be made as soon as possible after registra- 
tion and should show the date of birth of the man 
concerned, his registration number under the 
National Service (Armed Forces) Act and the 
address of the Local Office of the Ministry of 
Labour and National Service appearing on his 
Registration Certificate. Enlistment notices once 
issued cannot be cancelled. 


9. It should also be noted that if any deferment 
granted has the effect of delaying the calling-up of a 
main until he has reached the age of reservation for his 
occupation, he will not on that account be regarded as 
reserved at the expiration of the period of deferment. 
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PostTPONEMENT ON THE GROUND OF EXCEPTIONAL 
HARDSHIP 

10. Apart from the procedure for deferring the 
calling-up of men on the ground of the national im- 
portance of their work, a man registered under the 
National Service (Armed Forces) Act, 1939, may apply 
for a postponement certificate under Section 6 of that 
Act on the ground that exceptional hardship would 
ensuc if he were called up for service. A man wishing to 
make such an application may obtain the necessary form 
of application, together with a franked envelope addressed 
to the appropriate Local Office of the Ministry of Labour 
and National Service, when he presents himself for 
medical examination. He should personally complete 
the form and should return it in the envelope so as to 
reach the Local Office not later-than two days after the 
completion of his medical examination. It should be 
noted that the fact that he may be engaged on work of 
national importance is not a ground on which such a 
certificate may be granted. Moreover, a postponement 
certificate applied for on business grounds can be granted 
only on proof that the business cannot be carried on in 
the applicant’s absence unless alternative arrangements 
are made, and that such arrangements cannot be made 
immediately ; it is not sufficient to show that the appli- 
cant’s absence would entail difficulty, inconvenience or 


delay. 


THE MONTH’S PUBLICATIONS 


The Solicitors’ Handbook of War Legislation. By 
S. M. Krusin, B.A., and P. H. Thorold Rogers, 
B.A., B.C.L., Barristers-at-Law. (Sweet & Max- 
well, Ltd., Stevens & Sons, Ltd., The Solicitors’ 
Law Stationery Society, Ltd. Price 30s.) And 
the First Supplement to The Solicitors’ Handbook 
of War Legislation. (Price 7s. 6d.) 

This is an exhaustive survey of the war legislation. 
All this legislation is divided under nine heads—the 
Courts and Litigation, Property, Wills and _ Trusts, 
Finance, Commerce, National Service, Social Services, 
Emergency Powers and Compensation. The book is 
different from most others of the kind in that not only 
are the relevant Acts and Orders reproduced in full 
with copious notes of explanation, but summaries of 
the effect of the legislation are given, and in many in- 
stances there is also a section discussing the general 
principles of law involved. A feature is the particularly 
full index. It may be said unreservedly that this work 
is the most comprehensive that has yet appeared on 
war legislation. It should be used as a reference book 
by lawyers and solicitors and accountants whenever 
the exact wording and meaning of any part of the new 
legislation is involved. In case the word “‘ handbook ”’ 
used in the title should convey the impression that the 
work is slight or expensively produced at its price of 
30s., it may be added that its 836 pages make it 3 ins. 
thick. 

The survey is being brought up to date by supple- 
ments, the first of which has already appeared. The 
supplement follows the scheme of the main work, to 
which page references are made where additions or 
alterations are made to the original summaries or 
comments. 
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BOOKS RECEIVED 


The Substance of Economics. By H. A. Silverman, 
B.A. Eleventh edition. (Sir Isaac Pitman and 
Sons, Ltd., London. Price 6s. 6d. net.) 

Introduction to Mechanized Accounts. By Andrew 
I’, Linton. Second edition. (Sir Isaac Pitman 
and Sons, Ltd., London. Price 3s. 6d. net.) 

Premiums for Life Assurances and Annuities. 
By J. H. Gunlake, F.1.A. The Treatment of 
Extra Risks. By C. F. Wood, F.I.A. (Cam- 
bridge University Press. Price 9s. 6d. net.) 

Income-tax, Sur-Tax, and National Defence Con- 
tribution. By E. Miles Taylor, F.C.A., F.S.A.A., 
and V. H. M. Bayley, F.C.A., F.S.A.A. Ninth 
edition. (Textbooks, Ltd., London. Price 12s. 6d. 
net.) 


IN PARLIAMENT 
COMMODITY WAR RISKS INSURANCE 


Mr. Parker asked the President of the Board of 
Trade why instructions were issned to insurance com- 
panies that no renewal notices need be issued in 
connection with policies under Part II of the War 
Risks Insurance Act, 1939; if he is aware that con- 
siderable inconvenience has resulted to policyholders ; 
and whether prompt reminders will in future be sent 
out in such cases when payments are due ? 

Major Lloyd George: Most of the policies under 
the commodity insurance scheme are issued for a 
period of one month only. Each such policy has 
attached to it a reminder slip printed in red drawing 
attention to the expiry of the policy at the end of 
the month, and is accompanied by a form of application 
for a new policy. Where three monthly adjustable 
policies are taken out, the Board’s agents are in regular 
touch with the insured by means of the weekly 
declarations of value. In these circumstances, the 
issue of further renewal notices becomes unnecessary, 
and would involve labour and expense disproportionate 
to the result. 

Sir G. Mitcheson asked the President of the Board 
of Trade whether his attention has been drawn to the 
uncertainty felt by many businesses owing to their 
inability to forecast in advance even for relatively 
short periods the amount of the premiums they are 
called upon to pay in respect of the insurance of com- 
modities against war risks; aud whether he has any 
statement to make on the matter ? 

The Parliamentary Secretary to the Board of 
Trade (Major Lloyd George) : My right hon. Friend 
has received no general complaints to the effect suggested 
by the hon. Member. The rate of premium for the 
commodity insurance scheme is prescribed for successive 
periods of three months at a time, and was last 
announced on February 12 for the period of three 
months to June 2 at the same rate as had been in 
force for the previous period. In the uncertainties 0! 
war conditions, any proposal to fix the rate for a longer 
period would involve an undue financial risk, but 4 
long a notice as is reasonably possible will be given = 
regard to the premium for any period subsequent 
June 2. 
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FOREIGN INCOME (TAXATION) 

Mr. Spens asked the Chancellor of the Exchequer 
whether he is aware that the requisitioning of foreign 
balances and securities under the Defence (Finance) 
Regulations may, in certain cases, result in the taxation 
of income which otherwise might not have been taxable ; 
and what steps he proposes to take to relieve this hard- 

Sir J. Simon: I am aware that a hardship may 
arise as regards Income Tax and Surtax in relation to 
such foreign income as would not be chargeable to 
Income Tax unless remitted to the United Kingdom, 
by reason of the fact that the operation of the Defence 
(Finance) Regulations may result in the compulsory 
remittance to the United Kingdom of income which 
might otherwise have been left abroad and the conse- 
quent taxation in some cases of income which would 
otherwise not have been taxable. In order to meet the 
taxation hardship that might thus be caused it is pro- 
posed to deal with these cases on the following lines : 


(a) Assessments will be made, in accordance with 
the relevant Income Tax provisions, on the basis of 
the total remittances to this country, including the 
amount of any consideration moneys received from 
the Treasury under the Regulations. 

(b) The Board of Inland Revenue will defer collec- 
tion of the tax applicable to such amount (not exceed- 
ing the aggregate of the consideration moneys received 
from the Treasury), as the taxpayer shows has not 
been expended or used in the United Kingdom and 
remains available, either in a specified bank account 
or in identified investments, for remittance abroad in 
conformity with the Regulations. 

(¢) Any portion of the consideration moneys which 
is shown to have been remitted abroad, either while 
the Regulations continue in force or within six months 
of the expiry of the Regulations, will be treated for 
Income Tax purposes as if it had not been remitted 
to the United Kingdom, and the amount of the tax 
collectible will be reduced accordingly. 

Any person wishing to avail himself of these arrange- 
ments should, when making his annual Income Tax 
return, indicate the amount of consideration moneys 
included therein in respect of which he claims that 
collection of tax should be deferred, and specify the bank 
account or investment in which the amount is held. 
In the meantime inquiries as to the application of the 
atrangements to particular cases and as to the procedure 
to be followed should be addressed to the Secretary, 
toard of Inland Revenue, Somerset House. 


EXCESS PROFITS TAX 
Mr. Simmonds asked the Chancellor of the 
Exchequer whether he will introduce legislation so that 
payment of Excess Profits Tax may be made by instal- 
ments similarly to the provision made for the payment 
of Excess Profits Duty under Section 34 of the Finance 
Act, 1922 ? 


Sir J. Simon : No, Sir. 
NATIONAL FINANCE (EXCESS PROFITS— 
DOUBLE TAXATION) 


Sir J. Wardlaw-Milne asked the Chancellor of the 
Exchequer whether he is aware that the Government 
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of India has introduced a Bill to impose an Excess 
Profits Tax; whether, in these circumstances, he can 
give an assurance that legislation will be introduced in 
this country to enable arrangements to be made for 
reciprocal relief in respect of double Excess Profits Tax 
as between this country and other parts of the Empire ; 
and whether, under any such arrangements, relief will be 
given in cases where National Defence Contribution is 
payable in the United Kingdom to the extent that the 
National Defence Contribution can be said to cover 
Excess Profits Tax which would otherwise have been 
payable if there had been no National Defence Contri- 
bution ? 

Sir J. Simon: Yes, Sir. I propose to include a 
provision to this effect in the forthcoming Finance Bill. 
It will cover the point as to National Defence Contri- 
bution to which my hon. Friend draws attention. 


INCOME TAX (HIS MAJESTY’S FORCES) 

Mr. Hamilton Kerr asked the Chancellor of the 
Exchequer what is the basis of liability to Income Tax 
of an employé for the year in which he joins His Majesty’s 
Forces ? 

Sir J. Simon: In general, the ordinary full-time 
employé would be regarded as_ ceasing his civil 
employment on joining the Forces, as his liability to 
Income Tax for the year of enlistment or mobilisation 
in respect of pay from his civil employer would then be 
based on his actual pay for that year, including any pay 
received from the civil employer during service with the 
Forces. Where a case is so dealt with, it is not proposed 
to take any steps to apply the special provision contained 
in Sub-section (5) of Section 45 of the Finance Act, 
1927, under which in certain circumstances an additional 
assessment may be raised for the year preceding the year 
in which a cessation of employment takes place. The 
liability in respect of pay from the Forces would also be 
bsaed on the actual pay for the year except in cases 
where pay had been received in respect of service with 
the Auxiliary Forces which was of sufficient length to 
bring the preceding year basis into operation. 

There will be cases, however, especially where pay is 
received from the civil employer during service with 
the Forces, in which it would be more advantageous to an 
employé whose assessments in respect of civil pay have 
been on a preceding year basis, to have that basis 
continued instead of changing to the actual year basis. 
In such cases no objection will be offered to assessment 
on the footing that the pay from the civil employer and 
from the Forces arise from continuous employment so 
that the preceding year basis will not be disturbed, and 
the inclusive liability for the year of enlistment or 
mobilisation will then be on the amount of the earnings 
for the preceding year. 


INCOME TAX 

Sir R. Gower asked the Chancellor of the Exchequer 
whether he is prepared to continue for the year 1940-41, 
the ‘provisions of Section 11 of the Finance (No. 2) 
Act, 1939, which gives relief from Income Tax for 1939- 
40 in cases of diminution of earned income owing to 
circumstances connected with the war ? 

Sir J. Simon: As my hon. Friend is aware it is not 
customary to anticipate the Budget statement. But in 
the special circumstances I think it desirable to indicate 
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that it is my intention to propose a similar relief for 
1940-41 to that given for the current year. 


INCOME TAX (RELIEF) 

Sir R. Gower asked the Chancellor of the Exchequer 
whether he is aware that many firms, businesses and 
professional partnerships which have been hard hit by 
the war will not benefit by the Income Tax concession 
given in the Finance Act of 1939, because the loss of 
revenue which they have suffered, and will suffer, will 
not become apparent in their accounts for the current 
financial year either because their accounts are made 
up to December, 1939, or because their income may be 
mainly dependent upon the payment of accounts 
rendered for services many months previously ; and 
whether he will consider extending the concession given 
in that Act to cover serious diminution of income 
suffered by such firms in the year 1940-41, as compared 
with the immediate pre-war period ? 

Sir J. Simon: As regards the first part of the Ques- 
tion, my hon. Friend seems to be under some mis- 
apprehension as to the application of Section I1 of the 
inance (No. 2) Act, 1939, which provides for relief from 
Income Tax for 1940 in cases of diminution of earned 
income owing to circumstances connected with the war. 
Where the period of the taxpayer's accounts is not 
identical with the Income Tax year ending April 5, 
1940, his actual earned income for 1939-40 can be 
computed by apportionment of the profits shown by 
the accounts which commence before, and the accounts 
which end after, that year. 


HIGH COURT (SOLICITORS’ FEES) 

Mr. Hepworth asked the Attorney-General whether 
he will protect the public against attempts to charge 
excessive law costs by introducing legislation to secure 
that taxing masters of the High Court report to the 
Law Society for disciplinary action any solicitor’s bill of 
costs that the Court has reduced by 10 per cent. or more, 
and that a solicitor who has been reported three times 


STUDENTS 


FOREIGN PROPERTY 

The liability to estate duty on property situate 
abroad, in the case of deaths occurring before July 17, 
1936, is governed by the Finance Act, 1894, Section 
2 (2). This provides that property passing on the 
death of the deceased when situated out of Great 
Britain is only to be brought into charge to duty if, 
under the law in force before the passing of the 1894 
Act, legacy or succession duty is payable in respect 
thereof, or would be payable but for the relationship 
of the person to whom it passes. 

There has been no material alteration since that 
Finance Act in the liability to legacy or succession 


a 
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will have his solicitor’s certificate suspended for six 
months and cancelled when further cases are reported 
against the same firm of solicitors ¢ 
The Attorney-General: | 
suggestion made by my hon. Friend. 
remind the hon. Member that the costs of the taxation 
of a solicitor’s bill fall upon the solicitor if the bill is 
found, on taxation, to have been reduced by one-sixth, 
and this, together with the fact that a solicitor is lable 
to be brought before the Disciplinary Committee for 
excessive charges, would appear to provide sufficient 


cannot accept the 
I would, however, 


protection. 


TRADING WITH THE ENEMY ACT (SHARE- 
HOLDING) 


Mr. Craven-Ellis asked the President of the Board 
of Trade whether he is aware of the considerable in- 
convenience caused to British nationals throughout the 
Iempire, as well as in Great Britain, by their identification 
with enemy nationals on the directorates and in the 
shareholding of limited liability companies ; and how 
far his regulations safeguard the interests of such British 
directors and shareholders in the implementation of the 
strict terms of the Enemy Property Act : 

Sir A. Duncan: The position of the Board of Trade 
in this matter is governed by the provisions of Section 7 
of the Trading with the Enemy Act. Shares held by 
or on behalf of enemies in companies registered in the 
United Kingdom are normally vested in the Custodian 
of Enemy Property if such shareholding constitutes a 
controlling interest. The beneficial enemy ownership 
of the shares is thus in abeyance and the enemy directors 
are prevented from functioning. The interests of 
British directors and shareholders are thus fully sate- 
guarded and it is open to the British shareholders, it 
they so desire, to remove the enemy directors trom 
office. The question of action in other parts of the 
Empire is a matter for their respective Governments. 

Mr. Craven-Ellis: If | bring to the right hon 
Gentleman's notice a case in which British directors and 
shareholders have not had their interests protected, 
will he look into it ? 

Sir A. Duncan: | shall be very happy to do so 


The Charge to Estate Duty—ll 


duty in respect of property situate abroad and the 
rules can be briefly explained. 
Property for this purpose is divided into two 
classes, namely : 
Immovables, comprising Real and Leasehold 
Property and all estates and interest therein 
Movables, comprising all other property, whether 
consisting of tangible objects such as furniture, 
or intangible objects such as shares. 
The distinction between these two classes is not, 
it is important to note, the same as between real and 
personal property. For instance, leasehold property, 
though an immovable, is regarded a personal pro- 
perty. Immovable property situated out of Great 
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Britain, with one exception to be noted below, is not 
liable to succession duty nor, consequently, to estate 
duty. In the case of movables, liability to legacy 
duty and, therefore, estate duty arises if the testator 
or intestate was domiciled in Great Britain. 

The liability to succession duty in the case of 
movables only arises if the title under which the pro- 
perty passes is a disposition which must be established 
in the Courts of Great Britain, or, as it is generally 
expressed, the forum of administration is in this 
country. If by an inter vivos settlement land is 
conveyed to trustees upon trust for sale, then such 
land is by the equitable doctrine of conversion 
regarded as turned into money and would therefore 
fall into the movable group. Consequently, if the 
forum of administration of the settlement is in this 
country the property would be liable to succession 
duty and therefore to estate duty if it passed under 
the settlement upon a death. , 

On the grounds that a gift znter vivos was not liable 
to legacy duty, such a gift of property abroad, even 
if it were movable and the donor domiciled in this 
country, was not liable to estate duty prior to 
July 17, 1936. As from that date, if the testator or 
intestate was domiciled in this country and the 
property is movable. there is liability to estate duty, 
whether or not the property is liable to legacy duty 
or succession duty. 

With these rules in mind the subjects of domicile 
and situation of assets can be discussed briefly. 


DoMICILE 

A person’s domicile is that country which in fact 
or in the eye of the law is his permanent home for 
the time being. The law refuses to contemplate the 
possibility of a person either being without a domicile 
or having more than one domicile. Accordingly 
every person is considered at birth to start with a 
“ domicile of origin,’’ which in the case of a legitimate 
child whose father is living is the domicile of his or 
her father at the time of birth, whilst a posthumous 
child or an illegitimate child takes the mother’s 
domicile. The domicile of origin continues until it 
is shown that some other domicile has been acquired 
and it is restored whenever the domicile of choice is 
lost without the acqusition of another. The domicile 
of a wife is that of her husband at the time of marriage 
and follows his so long as the marriage continues. 
Finally, it may be stated that residence (which is a 
very determining factor in the law of income tax) is 
not the same as domicile. A man may be technically 
resident in a dozen different countries, but he can 
only have one domicile. 

SITUATION OF ASSETS 

The situation or locality of tangible movables, such 
as furniture, presents no difficulties. They are either 
located in Great Britain or they are not. Cash and 
bank notes are in similar case. But when we come 
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to fix a locality for such assets as securities and debts 
the problem is not so simple. 


Stocks and Shares 

In the case of securities, such as stocks and shares, 
a distinction must be drawn between registered and 
bearer securities. The locality of bearer securities 
is the place where they are physically situated at 
the death of the owner. For instance, foreign bonds 
and certificates payable to bearer, passing by delivery 
and marketable on the London Stock Exchange, 
when physically situated in Great Britain at the 
death of the owner, are liable to estate duty, even 
though the deceased was a foreigner domiciled 
abroad (Winans v. Attorney-General (No. 2), 1910, 
A.C.27). In fixing the locality of registered or 
inscribed securities, regard is had to the situation of 
the register on which they are transferrable. Where 
a British company, by virtue of Sections 103 to 105 
of the Companies Act, 1929, maintains a dominion 
register, no transaction in shares registered in the 
dominion register can, during the continuance of such 
registration, be registered in any other register, and 
whilst on the dominion register the shares are deemed 
to be property situate out of Great Britain. But 
where by the law governing a company—for instance, 
companies incorporated in the Transvaal—it is 
empowered to keep duplicate registers and its shares 
may be transferred on any such register, then, if there 
is a register in Great Britain and the certificate of 
title is actually in Great Britain at the date of death, 
the shares will be deemed to be assets situate in 
Great Britain. 

Debts 

Though a debt has no absolute local existence, it 
is a well-settled rule that it possesses an attribute of 
locality. A simple contract debt is within the area 
of the local jurisdiction within which the debtor for 
the time being resides (Commissioners of Stamps v. 
Hope (1891, A.C.476). When the debtor is a 
corporate body, its residence is, as a general rule, its 
head office, but the principle that a company can have 
a residence in two or more countries at one and the 
same time is well settled. In such a case it is neces- 
sary to look at the terms of the contract to determine 
at what place the debt is recoverable (New York Life 
Insurance Co. v. Public Trustee (1924, 2 Ch. 101)). 

A judgment debt is situate where the judgment is 
recorded, but the locality of a specialty debt is, by 
the common law, regarded as being where the 
specialty is found at the time of the creditor’s death 
(Commissioners of Stamps v. Hope, supra). But 
by Section 39 of the Revenue Act, 1862, if the debtor 
is in the United Kingdom at the date of death, the 
situation of a specialty debt is governed for death 
duty purposes by the same rule as applies to simple 
contract debts, and no regard is paid to where the 
specialty happens to be at the date of death. 

(Concluded) 
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Society of Incorporated Accountants 


EXAMINATION RESULTS IN 
SOUTH AFRICA 


December, 1939 
Passed in Final 


Alphabetical Order. 
CARTER, JAMES, formerly Clerk to J. C. 
fontein. 
GLaNtTz, JACK Isaac, formerly Clerk to Kenneth White & 
Co., Cape Town. 
GRAY, JAMES DE VILLIERS Browse, Clerk to Douglas, 
Mackelvie, Galbraith & Co., Cape Town. 
Low, SimpNEY DovucGtras, Clerk to Whiteley 
Johannesburg. 

Lucas-BuLL, Lestie ARTHUR, formerly Clerk to Whiteley 
Brothers, Johannesburg. 

NAGEL, Ryk, B.Com., Clerk to Stewart, Steyn & Co., 
Johannesburg. 

©'ConNoR, JOHN HeENrRy, Clerk to Alex. Aiken & Carter, 
Durban. 

Powis, GEORGE MACKENZIE, Clerk to Gibson, Hyslop & Co., 
Cape Town. 

KAWSON, HENRY GREY ForBEsS, Clerk to Douglas Low & Co., 
Johannesburg. 
ScoTTt-KELLY, THOMAS GRIERSON CRAWFORD, 
FF. G. W. Tucker, Osborn & Co., Durban. 
TAYLOR, JoSEPH Morton, Clerk to W. Murray Smith & 
Berend, Durban. 

TUCKER, DENIS KipGER, Clerk to G. K. Tucker & Wilson, 
Johannesburg. : 

WADE, WALTER WAREHAM, Clerk to George Mackeurtan, 
Son & Crosoer, Durban. 

Woop, ALAN PaGE, formerly Clerk to Samuel Thomson & 
Young, Johannesburg. 

(15 Candidates failed to satisfy the Examiners.) 


McIntyre, Bloem- 


Brothers, 


Clerk to 


Passed in Intermediate 
TURVEY, CHARLES MortTIMER, formerly Clerk to 
Freake & Cade, Bloemfontein. 
(One Candidate failed to satisfy the I:xaminers.) 


FORTHCOMING EVENTS 


Liverpool At Liverpool Incorporated <Ac- 
countants’ Hall, Derby Square, 
at 5.45 p.m. Lecture by Dr. 
Ramsay Muir on ‘‘ Some Economic 
Problems of the Post-War World.”’ 
At the Catholic Club, at 6 p.m. 
Lecture by Mr. H. A. R. J. 
Wilson, F.C.A., F.S.A.A., on ‘‘ The 
Excess Profits Tax.” 

At the Reform Club, at 5 p.m. 
Lecture by Mr. V. H. Bayley, 
F.C.A., F.S.A.A., on ‘‘ The Excess 
Profits Tax.”’ 

At District Society’s rooms, 16-18, 
Greek Street Chambers, at 5.30 
p-m. Lecture by Mr. H. A. R. J. 
Wilson, F.C.A., F.S.A.A., on ‘‘ The 
Excess Profits Tax.’’ 

At District Society’s rooms, 16-18, 
Greek Street Chambers, at 5.30 
p-m. Lecture by Mr. S. Shaw, 


Leith, 


April 2 


to 


Preston 


to 


Sheffield 


12 Leeds 


25 Leeds 


LL.B., Barrister-at-Law, on ‘‘ The 
Emergency Legislation in relation 
to the Accountant.”’ 


MEMBERSHIP 


The following additions to and promotions in the 
membership of the Society have been completed since 
our, last issue :— 


ASSOCIATE TO FELLOW 

Chilton, John Edward (Clarke, Dovey & Co.), 

Cardiff, Practising Accountant. 
ASSOCIATES 

Dark, Walter John, formerly with R. G. Rutter, 
Batley ; Emmel, Alexander Felixien, with Christopher 
Waller & Co., London; Kelly, Francis James, with 
F. R. O’Connor, Dublin; Jackson, Edward Wilson, 
with Clifford Thornton, Preston ; MacDonald, George 
Alexander, with Thomas Smith & Sons, Glasgow ; 
Wilkinson, Claude Athelstan, with Hollings, Crowe, 
Storr & Co., Otley, Yorks ; Williams, Alfred Valentine, 
with Rowland Jenkins & Co., Newport (Mon). 


DISTRICT SOCIETIES AND 
BRANCHES 


LONDON STUDENTS’ SOCIETY 
Annual Meeting 

The forty-ninth annual meeting of the Incorporated 
Accountants’ Students’ Society of London and District 
was held at Incorporated Accountants’ Hall on March 5, 
1940. 

Mr. S. T. Morris, F.S.A.A., President, stated that the 
Secretary, Mr. J. C. Fay, was unable to be present 
owing to illness. He expressed appreciation of the 
services rendered by Mr. Fay to the Students’ Society, 
and a message of good wishes was sent to him from the 
meeting. 

The President regretted that it had been necessary 
to curtail the programme of lectures. He congratulated 
the London students who had taken honours in the 
intermediate and final examinations, and hoped that 
they would continue their association with the Students’ 
Society. He also hoped that members would support 
the Committee during the war by attending lectures 
and taking part in the discussions. He then moved the 
adoption of the report and accounts. This was seconded 
by Mr. R. G. Coleman, B.A., B.Com., and carried. 

On the motion of Mr. G. A. Morris, seconded by Mr. 
R. L. Smith, Mr. Henry J. Burgess was re-elected 
honorary treasurer, with a vote of thanks for his past 
services. 

Mr. J. A. Allen, A.S.A.A., and Mr. B. W. Holman 
were re-elected members of the committee, and Mr. 
A. V. Hussey, A.S.A.A., was elected to the vacancy 
caused by the resignation of Mr. E. J. Gamble, A.S.A.A. 
The President thanked Mr. Hussey for consenting t? 
join the committee. 

Mr. W. G. Payne, F.S.A.A., F.C.A., and Mr. L. G. 
Mansfield, F.S.A.A., were re-elected auditors and 
thanked for their past services. 

Mr. J. Mahony moved a vote of thanks. to Mr. S. 7. 
Morris and Mr. A. A. Garrett for their services 4 
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President and Vice-President. This was carried by 
acclamation. Mr. Morris and Mr. Garrett were re-elected 
president and vice-president at the meeting of the 
committee held on February 19. 

The President presented certificates and the prizes 
awarded by the Students’ Society to Mr. G. A. J. Morris 
and Mr. N. G. Browne. 

Mr. A. V. Hussey expressed his appreciation of his 
election as a member of the committee. He considered 
that the Students’ Society was the foundation stone of 
the successful accountant. 

Mr. R. G. Coleman proposed a vote of thanks to Mr. 
s. T. Morris for presiding and for his services during 
the past year. 

REPORT 

The Committee have pleasure in presenting their 
forty-ninth annual report for the year ended December 31, 
1939. 

Membership 

During the past year 175 new members were elected, 
and at December 31, 1939, the register contained the 
names of 1,840 members classified as under :— . 


Ordinary members aoe ass 1,302 

Honorary Members— 
In practice ‘a ~— _ 152 
Not in practice — one 386 
1,840 


Review of the Year’s Work 

Six meetings were held during the spring session. 
Six meetings were also arranged for the autumn session, 
but owing to the outbreak of hostilities only two were 
held. These were well attended. The Committee 
have decided to continue the holding of lectures, although 
the programme is being curtailed. The Committee 
express their thanks to the lecturers for their valuable 
assistance. 

‘** Transactions ”’ 

A permanent record of the Society’s work, and full 
reports of lectures delivered during the Autumn Session 
of 1938 and the Spring Session of 1939, are included 
in the 43rd volume of Lectures and Transactions of the 
society. Copies have been posted to all members. 
Examinations of the Society of Incorporated 

Accountants and Auditors 

The Committee are gratified at the exceptional 
iumber of members of the London Students’ Society 
placed in the honours lists during 1939. Seven obtained 
lonours in the Parent Society’s Final examination and 
‘wo in the Intermediate examination. 

Prize Awards 
_In connection with the 1939 examinations, the 
‘llowing student members, who headed the Parent 
society’s Honours Lists, were also awarded the Students’ 
Society prizes :-— 
Final Examination :— 
May : First Prize : F. S. Adams. 
Second Prize: R. Palmer. 
December: First Prize : G. A. J. Morris. 
Second Prize: N.G. Browne. 


G. 
Intermediate Examination :— 
May : First Prize: G. W.C. White. 
December: First Prize : F. M. 


Walker. 
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Officers and Committee 

Under Rule 13, Mr. J. A. Allen, A.S.A.A., Mr. E. J. 
Gamble, A.S.A.A., and Mr. B. W. Holman retire from 
the Committee. Mr. Gamble does not offer himself 
for re-election. In the absence of nominations the 
Committee recommend the re-election of Mr. Allen 
and Mr. Holman, and the election of Mr. A. V. Hussey, 
A.S.A.A., to fill the vacancy caused by the retirement 
of Mr. Gamble. 

Mr. Henry J. Burgess, F.S.A.A., the Honorary 
Treasurer, retires from office and, being eligible, offers 
himself for re-election. 

Mr. W. G. Payne and Mr. L. G. Mansfield, Incorporated 
Accountants, the Honorary Auditors, retire from office 
and offer themselves for re-election. 


SCOTTISH BRANCH 

The annual meeting of the Scottish Branch of the 
Society of Incorporated Accountants and Auditors 
was held at Glasgow, on March 15. Mr. Robert T. 
Dunlop, F.S.A.A., President of the Branch, presided, 
and was supported by Mr. D. R. Matheson, LL.B., and 
Mr. P. G. S. Ritchie, Vice-Presidents, and Mr. James 
Paterson, Secretary of the Branch. 

Apologies for absence were intimated from Mr. E, 
Mortimer Brodie, Mr. Alex. Davidson, Mr. W. Hill Jack, 
and others. 

After referring to various items in the account of 
income and expenditure, the Chairman referred to the 
loss sustained by the Branch by the death of Mr. W. 
Davidson Hall. Mr. Hall had not only taken a very active 
interest in the Society’s work during his lifetime, but 
he had left a legacy of £100 in the form of one of the 
Society’s debentures, for the benefit of the Scottish 
Branch. The Council that day had decided that the 
income from this source should continue to be applied 
to the W. D. Hall Prize Fund for the benefit of Scottish 
students. After referring to several items in the report, 
Mr. Dunlop stated that as a result of the war many of 
practising members were being called upon to undertake 
additional work, much of it of national importance, 
with depleted staffs. 

Tax computations now involved income tax, national 
defence contribution and excess profits tax. These, 
in many instances, were very difficult to interpret, 
and accountants had considerable responsibility in 
seeing that their clients did not suffer. It was to be 
hoped that the conferences taking place between 
Chambers of Commerce and other bodies with the 
Exchequer might lead to a satisfactory solution of some 
obscure points. 

A considerable number of articled clerks and bye-law 
candidates were on military service or serving the State 
in their private capacity as accountants, and, no doubt, 
many others would soon be serving with the armed 
forces. He was confident that all the members of the 
Society and students would give a good account of 
themselves. 

It was understood that no general postponement of 
calling up of apprentices and articled clerks, due to 
sit for the examinations this year, had been given, but 
individual applications for postponement on the grounds 
of hardship would be considered by the appropriate 
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committee. Mr. Dunlop concluded by moving the Trustees on behalf of the Branch. This final act of 


adoption of the report and accounts. 

Mr. I). RK. Matheson seconded the adoption of the 
report, and referred to the efficient manner in which 
the work of the branch was carried on. After remarks 
by several members, the report and accounts were 
adopted. 

The President and Secretary were re-elected repre- 
sentatives of the Scottish Branch on the London Council. 

The members of Council retiring according to the 
rules were: Mr. Walter MacGregor, J.P. and Mr. D. K. 
Matheson, LL.B. (Edinburgh), Mr. D. M. Muir (Dun; 
fermline), and Mr. Wm. Hill Jack (Glasgow), and there 
having been no other nominations, their re-election 
was unanimously agreed to. 

The retiring auditors, Mr. W. D. Fisher, .S.A.A., 
and Mr. James A. Mowat, A.S-A.A., were re-elected. 

The meeting closed with a cordial vote of thanks to 
the Chairman for presiding. A similar vote was accorded 
to the Secretary of the Branch. 


SCOTTISH COUNCIL 

A meeting of the Council of the Scottish Branch 
was held in Glasgow on March 15. There were present : 
Mr. Robt. T. Dunlop, President of the branch, in the 
chair; Mr. D. RK. Matheson, LL.B., and Mr. P. G. S. 
Ritchie, Vice-Presidents; Mr. W. L. Pattullo, Dundee ; 
Mr. E. Hall Wight, Mr. Robert Iraser, Mr. John A. 
Gough, Mr. Robert Milne, and Mr. Wm. Houston, 
Glasgow; Mr. James C. MeMurray, Kilmarnock, 
and Mr. James Paterson, Secretary. 

Apologies for absence were intimated from Mr. E. 
Mortimer Brodie, Mr. Alex. Davidson, and Mr. W. 
Hill Jack. 

The Secretary reported on various membership 
matters arising since last meeting of Council. He re- 
ported that he had received the debenture deed for 
£100 of the Society, bequeathed by the late Mr. David- 
son Hall. It was agreed that the interest received for 
the debenture be lodged in the W. D. Hall Prize Fund, 
to be applied for the same purposes as hitherto for candi- 
dates and students of the Scottish Branch. 

A number of other matters were considered an‘ 
variously dealt with. 

Meeting again after the annual meeting the Council 
re-elected Mr. RK. T. Dunlop as President. Mr. D. R. 
Matheson, LL.B., Mr. Walter MacGregor, J.P., Edin- 
burgh, and Mr. P. G. S. Ritchie, Glasgow, were re-elected 
Vice-Presidents. 

REPORT 

The Council have pleasure in presenting the sixtieth 
annual report of the Scottish Institute of Accountants, 
the Scottish Branch of the Society. 

Deaths of Members 

The Council report with great regret the death of their 
colleague, Mr. W. Davidson Hall, F.S.A.A., Glasgow, 
which took place on March 20, 1939. He took a keen in- 
terest in the work of the Society in Scotland, and par- 
ticularly of the Glasgow Incorporated Accountants’ 
Students’ Society, of which he was President for a num- 
ber of years until a few weeks before his death. Mr. Hall 
instituted the W. D. Hall Prize Fund for the encourage- 
ment of Scottish students, and he showed his interest 
in the Scottish Branch by bequeathing one of the 
Society’s Debentures for £100, which will be}held by 


gencrous interest of Mr. Hall is very much appreciated 
by the Council, as it will be by all Scottish members. 

The Council also report the death on April 30 of 
Mr. Alex. Henderson, Fraserburgh, one of the oldest 
members of the Scottish Branch. 

The deaths have also been noted of Colonel Stanley 
Cuthbert, a former member of the Council, who had been 
since the last war, resident in England, and Mr. John 
Shennan, F.S.A.A., Buenos Aires, one of the early 
members of the Scottish Institute. 


Membership 

The membership of the Branch shows a small increase. 
The Scottish Branch shows a larger proportion of 
Fellows than other Branches and District Societies, 
and the Council recommends all Associate practising 
members, who are eligible, to take into consideration 
the question of applying for Fellowship of the Society. 
The Council are also pleased to report an increase in the 
number of articled clerks. 


Students’ Societies 

The Glasgow Students’ Society finished the second 
half of the 1938-39 session with three lectures on 
examination subjects. The attendance at all the 
lectures was very satisfactory. It was impossible to 
arrange for lectures during the winter of 1939, but 
contact with the students was being kept in order to 
atford them every assistance in their studies. 

Examinations 

The usual examinations were held in May, but, 
owing to difficulties of finding suitable accommodation 
outside London, the examinations usually held in 
November were postponed, and were not held until 
December 19-21. Owing to war conditions, the number 
attending these examinations in Scotland was smaller 
than usual, being 34 as against 44 last year. Of these 
15 passed. 

War Emergency Legislation 

As might be expected, a considerable number of 
questions have arisen out of the war legislation. These 
questions have involved serious consideration by the 
Council of the Society, and have been brought before 
the Council of the Scottish Branch by their representa- 
tives on that Council from time to time, with the view 
to protect the interests of the members and candidates 
in Scotland, as far as possible. Members of the Society 
in Scotland or their clerks who have any difficulties 
arising out of war conditions or war emergency legislation 
are invited to communicate with the Secretary of the 
Branch, who will endeavour to give them every advice 
and assistance in his power. 

Parliamentary Bills 

Several Parliamentary Bills and Scottish Provisional! 
Orders were under consideration with regard to audit 
clauses and appropriate action taken to safeguard the 
interests of members. 

London Counci! 

As in former years, the President and Secretary 
represent the Scottish Branch on the London Council, 
and report to the Scottish Council from time to time 
matters affecting Scottish interests, and take such action 
in connection with Scottish matters as may > 
considered necessary. 
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Benevolent Fund 
While, fortunately, there have been comparatively 
few cases from Scotland, those which have been brought 
before the Trustees of this Fund have been promptly 
and generously dealt with, and the Society’s Benevolent 
Fund deserves the fullest support of the members, by 
annual subscription, donation, or life membership. 


‘* Accountancy ”’ 

The Council recommend that all the members of the 
Branch and candidates should become subscribers to 
AccoUNTANCY, the official journal of the Society, for 
which there is a reduced subscription for articled clerks 
and other candidates for the Society’s examinations. 


Vacancies in Council 

The members of Council who retire at this time are 
Mr. Walter MacGregor, J.P., and Mr. D. R. Matheson, 
LL.B. (Edinburgh), Mr. D. M. Muir (Dunfermline), 
and Mr. Wm. Hill Jack (Glasgow). To fill the vacancy 
caused by the death of Mr. W. Davidson Hall, Mr. James 
C. McMurray, F.S.A.A. (Kilmarnock) was co-opted, 
and his election falls to be confirmed. 

Auditors 

The auditors, Mr. W. D. Fisher, F.S.A.A. (Glasgow), 
and Mr. James A. Mowat, A.S.A.A., who was appointed 
to fill the vacancy caused by the co-option of Mr. J. C. 
McMurray to the Council, also retire and are eligible 
for re-election. 

GLASGOW STUDENTS’ 
Annual Meeting 

The annual meeting of the Glasgow Students’ Society 
was held at Glasgow on February 28. 

Mr. John A. Gough, F.S.A.A., President, presided 
over a large attendance of members. 

The following were elected office bearers and the 
committee :—Hon. President: Mr. Robert T. Dunlop, 
F.S.A.A.; Hon. Vice-Presidents: Mr. P. G. S. Ritchie, 
F.S.A.A. (Glasgow), Mr. James Paterson, V.S.A.A. 
(Glasgow) ; President: Mr. John A. Gough, F°.S.A.A. ; 
Vice-President: Mr. Thomas Robertson, A.S.A.A. ; 
Committee : Mr. John Aitchison, A.S.A.A., Mr. Wm. G. 
Booth, A.S.A.A., Mr. James A. Mowat, A.S.A.A., Mr. 
George A. MacDonald, A.S.A.A., Mr. J. M. Wainwright, 
Mr. Hector McKechnie, Mr. John S. Mills, Mr. John 
McCrae, Mr. Edward Collington. Mr. J. Hawthorne 
Paterson, F.S.A.A., was re-elected Hon. Secretary and 
Treasurer, and ex officio a member of all committees. 


SOCIETY 


The members were afterwards entertained to a high 
tea by the President. 

Annual Report 

The Committee have pleasure in presenting the 
annual report for the year ending December 31, 1939. 

It will be remembered that at the last annual meeting 
Mr. W. Davidson Hall, President, asked to be relieved 
of the position, and that Mr. E. H. Harris, Vice-President, 
also stated that he wished to be relieved of that office. 
As no other names were then proposed, it was agreed 
= leave the matter in the hands of the Council of the 
‘cottish Branch, and the Committee are pleased to 
report that Mr. John A. Gough, F.S.A.A., agreed to 
become President, and Mr. Thomas Robertson, A.S.A.A., 
Vice- President. 

It is with very great regret that the Committec have 
‘0 report that Mr. W. Davidson Hall died on March 20, 
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1939. The Students’ Society was represented at the 
funeral. Mr. Hall’s great interest in the Scottish 
students and candidates is continued by the W.D. Hall 
Fund, which he founded, and to which he contributed 
from year to year. 

During the year three lectures were given. 

Owing to the war, and the lighting restrictions, it 
was not found practicable to arrange lectures during 
September, October, November and December. 

live members of the Students’ Society were successful 
in the final examination in 1939, and three in the inter- 
mediate. 

The members of the Committee retire at this time, 
but are eligible for re-election. 


SHEFFIELD 
Lunch to Mr. Percy Toothill 

On March 29 the members of the Sheffield District 
Society gave a private luncheon to Mr. Percy Toothill, 
the President of the Society of Incorporated Accountants, 
and Mrs. Toothill. Mr. A. F. J. Girling, the President 
of the Sheffield Society, occupied the chair, and on 
behalf of the members in Sheffield he presented to 
Mr. and Mrs. Toothill an antique walnut bureau, an 
antique mirror and a set of cuff-links and studs to mark 
Mr. Toothill’s presidency of the Society. Mrs. Girling 
also presented to Mrs. Toothill a lady’s dressing case. 
In making the presentation Mr. Girling referred to the 
connection of the firm of Messrs. Henry Toothill & Son 
with the Society, Mr. Toothill’s father, the late Mr. Henry 
Toothill having been an original member and having 
served as a member of the Council, while Mr. Gerald 
Toothill, Mr. Toothill’s son, was a member and a partner 
in the firm. Mr. Girling said it was an honour to all of 
them that Mr. Percy Toothill, who had previously done 
valuable work as Hon. Secretary and as President of 
the Sheffield Society, had been elected President of the 

arent Society. They recognised the peculiarly difficult 
work which fell to Mr. Toothill at the present time, 
and to their appreciation of his ability in the discharge 
of his duties, they added a large measure of personal 
affection towards him and Mrs. Toothill. Mr. Percy 
Toothill, who was warmly received, said that it was a 
great joy to Mrs. Toothill and him to receive the very 
sincere and kind wishes of his fellow members in Sheffield 
He and Mrs. Toothill were most grateful for the presenta 
tion, which so handsomely expressed their feelings 
towards him. In spite of difficulties in travelling, 
London had become very near to Sheffield, and it was 
necessary for him to be in London frequently on the 
Society’s business. At the conclusion of Mr. Toothill’s 
speech Mrs. Toothill acknowledged the kindness she 
had received from all of them, and said how much they 
would cherish the gifts they so gladly accepted. 

Mr. J. W. Richardson, the Hon. Secretary, proposed 
the toast of ‘“‘ The Visitors,’”’ who were Mr. and Mrs. 
Richard A. Witty (London), Mr. and Mrs. Garrett 
(London), and a number of ladies. Mr. Richard Witty, 
in responding, said how sincerely the guests appreciated 
the invitation to be present at that happy family party 
to do honour to Mr. and Mrs. Toothill. On behalf of 
all the guests he thanked the Sheffield members for 
their hospitality. 

The proceedings terminated with the toast of “ The 
Chairman and Mrs. Girling.”’ 
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SOUTH AFRICAN (NORTHERN) BRANCH 


Annual Report 
The Committee has pleasure in presenting its annual 
report for the year ended December 31, 1939. 


Membership 

The Committee has pleasure in recording a_ net 
increase of 26 in the membership of the Branch during 
the year 1939. 

Obituary 

The Committee regrets to record the deaths of the 
following two members of the Branch : Mr. H. J. Macrae. 
(Fellow) and Mr. G. A. Woodthorpe (Associate). 

Mr. Macrae was chairman of this branch during the 
years 1908, 1918 and 1924, and was one of our oldest 
members, having been admitted to the Society in 1895. 

The Committee also regrets to report the death of the 
Honorary Secretary of the Eastern Branch, Mr. W. R. 
Fraser, who had rendered outstanding service to the 
Society in Natal. 

Articled Clerks 

Thirty Articles of Clerkship were registered during 
the year and the names of 11 clerks serving articles 
were transferred to the register of this branch from the 
Western Branch. Service in respect of 24 Articles of 
Clerkship was completed during the year, leaving a 
total of 118 clerks on the register at December 31, 1939. 


Examinations 

This year half-yearly examinations were held in 
May and December, the second sitting having been 
postponed from November to December 19, 20 and 21, 
owing to the war. 

The Board of Examiners decided to revise the present 
examination syllabus, and the new syllabus was to have 
commenced with the May, 1940 examinations. In view 
of existing circumstances, it has been decided that this 
syllabus be held in abeyance until further notice. 
When the new syllabus can be adopted, members will be 
advised of the changes to be made. 


South African Advisory Council 
It was not found necessary to arrange for a meeting 
of the South African Advisory Council during 1939. 


Union Registration of Accountants 

The Accountancy Bill, introduced by Mr. P. V. 
Pocock, M.P., has passed the second reading. 

The Committee wishes to repeat the recommendation 
made in previous reports, that all Incorporated Ac- 
countants in the Transvaal and Orange Free State who 
have not already done so, should, in their own interests 
apply forthwith for admission to one of the South 
African Societies of Chartered Accountants. 


Committee 
At the February meeting of the Committee the 
Chairman welcomed Mr. R. B. Sinclair, who had accepted 
an invitation to become a member thereof. 
All members of the Committee retire annually, and 
are deemed to be nominated for re-election. 


Auditor 
The retizing auditor is Mr. A. B. Ryan, who, being 
eligible, offers himself for re-election. 


April, 1940 


PERSONAL NOTES 


Messrs. Stakesby Lewis & Lewis, United Buildings, 
Rissik Street, Johannesburg, have taken Mr. F. W, 
Sutherland, Incorporated Accountant, into partnership, 
They will practise in future under the style of Stakesby 
Lewis, Meeser & Sutherland, at the same address. 

Major E. S. Goulding, O.B.E., F.S.A.A., Liverpool, 
has been elected President of the Athenzum, Liverpool, 

At the last quarterly meeting of the Dorset County 
Council, Mr. A. H. Edwards, J.P., F.S.A.A., was elected 
an Alderman out of three candidates. Mr. Edwards 
was first elected to the Council in 1925 fer Dorchester 
(West) after a three-cornered contest. He is Vice- 
Chairman of the Public Assistance Committee and one 
of the four members of the County Emergency Com- 
mittee set up to deal with war problems. 

Mr. Rk. G. Davidson, F.S.A.A., Joint Accountant of 
the Southern Railway, has been appointed Chief 
Accountant as from March 31. 

Mr. B. L. Clarke-Lens has retired from Messrs. Clarke- 
Lens and Clarke-Lens, Incorporated Accountants, as from 
January 31, 1940, owing to his having undertaken work 
of national importance. The business will be carried on 
by Mr. N. M. Clarke-Lens under the same style and at the 
same address, namely, St. Paul’s House, 49-50, Newgate 
Street, London, E.C.1. 

Mr. H. C. Banting, Incorporated Accountant, is now 
practising at 49, Chancery Lane, London, W.C.2. 

Messrs. Bishop & Hayden, Incorporated Accountants. 
32, Prince of Wales Road, Norwich, announce that the 
partnership has been dissolved by mutual consent, 
Mr. S. C. Bishop will continue to practise at the same 
address under his own name. Mr. D. V. Hayden has 
taken into partnership Mr. W. J. Hayden, and will 
practise under the style of Hayden & Hayden, Incor- 
porated Accountants, at 5, Upper King Street, Norwich. 
This change of address also applies to the Incorporated 
Accountants’ District Society of East Anglia, of which 
Mr. D. V. Hayden is Honorary Secretary. 


REMOVALS 


Messrs. Eric Phillips & Co., Incorporated Accountants, 
announce a change of address to 31, King’s Road, 
Sloane Square, London, S.W. 

Mr. G. Basu, Incorporated Accountant, formerly 
practising at 3/1, Bankshall Street, has removed 
4, Hastings Street, Calcutta. This change of address 
also applies to the Incorporated Accountants’ Bengal 
and District Society, of which Mr. G. Basu is Honorary 
Secretary. 

Messrs. Lawther, Bass & Gray, Incorporated Account 
ants, have removed from 35, Church Street, to Abbey 
Street, Coleraine (Northern Ireland). 

Mr. Harry C. King, Incorporated Accountant, has 
removed from Terminus Chambers, 160, Terminus 
Road, Eastbourne, to 66, Terminus Road, Eastbourne 


Messrs. Stephenson, Smart & Co. advise that the 
address of their London office is now Swinton Hous} 
324, Gray’s Inn Road, W.C.1. 
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